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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name for the record. 

My name is Marylee Diaz Cortez. 

Have you previously filed testimony in this docket? 

Yes. I filed direct testimony in this docket on February 9, 2007. 

What is the purpose of your surrebuttal testimony? 

In my surrebuttal testimony I will respond to the positions and arguments 

set forth by various UNS Gas witnesses in their rebuttal testimony. I will 

show that certain arguments are without merit and demonstrate why such 

arguments should be rejected. 

What issues will you address in your surrebuttal testimony? 

I will address the following issues in my surrebuttal testimony: 

Rate Base 

* Fair Value Rate Base 

* Citizens Acquisition Adjustment 

* CWlP 

GIS Deferral * 

* Working Capital 

Operating Income 

* Fleet Fuel Expense 
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* Customer Annualization 

Corporate Cost Allocations 

Bad Debts - Uncollectibles 

Out-of-Period Expenses 

* 

* 

* 

* Legal Expenses 

Rate Design 

Rules and Regulations of Service 

RATE BASE 

Fair Value Rate Base 

Q. 

A. 

Q. 

A. 

In its rebuttal testimony, has the Company proposed any significant 

revisions to its application s originally filed? 

Yes. In its rebuttal testimony the Company has significantly altered its 

cost of capital recommendation, such that UNS Gas is requesting that its 

original cost rate of return of 8.80% now be applied to its fair value rate 

base, whereas in its original application this rate of return was applied to 

the original cost rate base. This is a significant alteration in the 

Company’s request. 

Why did the Company change its position on this issue? 

According to UNS Gas, it has altered its position based on an Arizona 

Court of Appeals decision regarding Chaparral City Water Company. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Are you familiar with this decision? 

Yes. While I am not a lawyer, I believe the decision the Company is 

referring to is a Memorandum Decision issued by the Court of Appeals in 

Arizona on February 13, 2007. (Chapparral City Water v. ACC, Docket No. 

1 CA-CC 05-0002) (Court of Appeals, February 13, 2007). That decision, 

in part, addressed the issue of how the Commission had determined its 

fair value rate of return in that case, and ultimately remanded the issue to 

the Commission. 

Does that decision require that UNS Gas revise its rate request in the 

instant case? 

No. The decision is a memorandum decision, which has no precedential 

effect on other cases. Further, the court recently granted an extension of 

the time for the Commission to seek review of the decision by the Arizona 

Supreme Court. Thus, the issue is, at best, prematurely raised, and more 

likely irrelevant given the decision’s non-precedential status. 

Had the Company originally filed its application requesting that an original 

cost rate of return be applied to a fair value rate base, would RUCO’s 

analysis and conclusions in its direct testimony have been different? 

Certainly. RUCO’s analysis of both the cost of capital as well as the 

Reconstruction Cost New Depreciated (RCND) rate base would have 

been entirely different, and most likely produced different conclusions. 
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Q. 

A. 

Q. 

A. 

Is the untimeliness of this revision prejudicial to the parties? 

Yes. The parties have had no opportunity to conduct discovery and 

analysis of this new request. In fact the Commission in its own rules 

recognizes that substantial revisions to a utility’s application are prejudicial 

and provides the following relief under such circumstances: 

Upon motion by any party to the matter or on its own 
motion, the Commission or the Hearing Officer may 
determine the time periods prescribed by su b-section 
(B)(I l)(d) should be extended or begin again due to: 
i. Any amendment to a filing which changes the 
amount sought by the utility or substantially alters the 
facts used as a basis for the requested in rates or 
charges; (R14-2-103 (B)(I l)(e)) 

Are you recommending an extension in this case as a result of this 

material change to the Company’s request? 

No. The Chaparral decision has not reached its final conclusion in the 

courts, and even if it had, it is not binding in other proceedings. An 

extension of time to undertake additional analysis would not be necessary 

to resolve the issue, as there is currently no change in the applicable legal 

req u i reme n ts . 
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Citizens Acq u is i t ion Adjust men t 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please discuss the Company’s rebuttal comments pertaining to your 

adjustment to the Citizens Acquisition Adjustment. 

The Company continues to maintain in its rebuttal testimony that the 

depreciation rates that were proposed in Docket No. G-I 032A-02-0598 

have been authorized by the Commission. 

Did Decision No. 66028 authorize a change in depreciation rates for UNS 

Gas? 

No. Furthermore, in its rebuttal testimony‘ the Company acknowledges 

that Decision No. 66028 makes no mention of a change in depreciation 

rates. 

Why then does the Company continue to maintain that Decision No. 

66028 authorized a change in depreciation rates? 

The Company argues that one element of the increase in revenues that 

was approved in Decision No. 66028 was depreciation expense based on 

the then Company-proposed depreciation rates and that the Commission’s 

approval of that revenue level constitutes Commission approval of those 

depreciation rates. 

Rebuttal Testimony of Karen G. Kissinger, page 8, lines 1-2. 1 
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Q. 

4. 

Do you agree? 

No. Decision No. 66028 was a result of a settlement agreement between 

Staff and the Company. The terms of that agreement are specifically 

stated in the agreement and in the resultant Commission order. Nowhere 

in the settlement agreement or the Commission’s order is there any 

indication that the agreed upon revenue level is based on the depreciation 

that would result from the Company’s then-proposed depreciation rates. 

Depreciation rates simply are not addressed in the terms of that 

agreement, and thus remain unchanged by Decision No. 66028. 

Accordingly, my proposed adjustment to the accumulated amortization of 

the Citizens Acquisition Adjustment is correct and appropriate. 

Construction Work in Progress (CWIP) 

3. 

4. 

3. 

4. 

Please discuss the Company’s rebuttal comments regarding CW IP. 

The Company argues that CWlP in rate base is an accepted ratemaking 

concept that is routinely recognized in many states. The Company further 

expounds that, contrary to my testimony, CWlP inclusion in rate base 

does not require extraordinary circumstances. 

Please respond. 

While CWlP in rate base may be accepted ratemaking treatment in some 

states, it is not accepted ratemaking in Arizona. In fact, Arizona has 

always required extraordinary circumstances before it even considered 

7 
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rate base treatment for CWIP. The Commission explicitly stated such in 

Decision No. 54247: 

Beginning in Decision No. 53909 (January 30, 1984) and 
again in Decision No. 54204, the Commission has 
recognized that the extraordinary inclusion of Palo Verde 
CWlP necessitates an equally extraordinary reward to 
ratepayers for their admittedly involuntary investment in 
Palo Verde carrying costs. [Decision No. 54247, dated 
November 28, 1984, page 5-61 

61. 

4. 

3. 

4. 

61. 

4. 

What other arguments does the Company make on the CWlP issue? 

The Company further argues that RUCO’s exclusion of CWlP from raLd 

base creates a mismatch because of some of those projects have ClAC 

balances associated with them, which are included in the test-year rate 

base. 

Please respond. 

As just discussed, Arizona has historically excluded CWIP in rate base 

and historically included ClAC in rate base. Thus, under RUCO’s 

recommendations, UNS Gas is being afforded the same rate base 

treatment for these two items that every other utility in Arizona is afforded. 

In fact, isn’t it the Company’s proposal to rate base CWlP that creates a 

mismatch? 

Yes. Mismatches result from the Company’s CWlP proposal because 

while it has included its investment in CWlP in rate base, it has failed to 

a 
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recognize the additional revenues those construction projects will 

generate . 

Q. 

A. 

How do you know these CWlP projects will create additional revenue? 

The Company provided RUCO with a workpaper that the identified FERC 

plant accounts where the $7.2 million in CWlP will eventually reside. Fully 

86% of the $7.2 million in CWlP projects are for Mains, Services, and 

Meters. These projects will extend service to new customers and create 

additional revenue. Biased rates will result if the investment in these line 

extensions is recognized, but not the additional revenue the line 

extensions will generate. 

Global Information System (GIS) Deferral 

Q. 

A. 

Q. 

A. 

Please discuss the Company’s rebuttal comments pertaining to your GIS 

deferral adjustment. 

The Company argues that even though it failed to obtain an accounting 

order allowing it to capitalize these expenses as a regulatory asset, it 

should be able to do so anyway. 

Do you agree? 

No. The costs associated with the GIS are expenses, not assets, under 

Generally Accepted Accounting Principles (GAAP)* accounting . 

* Statement of Financial Accounting Standards No. 71 
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Accordingly, the only way UNS Gas could have accounted for these 

expenses as assets was to have obtained approval of an accounting order 

from the Commission, which it did not. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What other arguments does the Company set forth in its rebuttal testimony 

on this issue? 

In response to my testimony that UNS Gas already recovered the GIS 

expenses during the test year because it generated over $10.5 million in 

operating income3, the Company states it has not recovered these costs. 

If the Company’s operating income exceeded its operating expenses how 

is it possible that the Company did not recover these costs? 

That is a good question, and one the Company does not explain in its 

rebuttal testimony, other than to claim that by definition if it deferred these 

expenses it did not recover them. 

Please respond. 

That is precisely the point. The Company did not obtain an accounting 

order from the Commission permitting deferral treatment of these 

expenses and accordingly did not defer these expenses. Rather, in 

accordance with GAAP, the Company expensed the GIS expenses during 

the test year. Since test-year revenues exceeded test-year expenses by 

In my direct testimony I said, “net income of over $10.5 million”. This was inadvertent and 3 

should have read “operating income of over $1 0.5 million”. 

10 
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over $10.5 million the test-year costs associated with the GIS have in fact 

been recovered by UNS Gas. 

Working Capital 

a. 

4. 

Please discuss the Company’s rebuttal testimony regarding working 

capital. 

The Company has provided no rebuttal testimony regarding working 

capital. Thus, it appears the only working capital issue in contention is the 

level of operating expenses to be used in the cash working capital lead/lag 

calculation. The Commission will ultimately determine the appropriate 

level of operating expenses in its decision in this docket. 

OPERATING INCOME 

Fleet Fuel Expense 

Q. 

A. 

Has the Company provided any rebuttal comments to your recommended 

adjustment to Fleet Fuel Expense? 

Very little. Other than to say the Company prefers the Staff witness’ 

suggested adjustment over RUCO’s recommended adjustment, the 

Company is silent on this issue. The Staff proposed adjustment 

normalizes the average cost of gasoline, as does RUCO’s adjustment. 

The Staff adjustment, however, does not correct for error the Company 

made in calculating the average miles per gallon (mpg) its fleet realizes. 

11 
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My adjustment corrects for Company’s understatement of mpg and is 

necessary to reflect an appropriate level of fleet fuel expense. 

Customer Annualization 

3. 

9. 

3. 

4. 

Please discuss the Company’s rebuttal comments regarding your revenue 

annualization adjustment. 

The Company argues that the “traditional” approach that myself and the 

Staff witness used to annualize the test-year revenue is inappropriate for 

UNS Gas given the seasonal characteristics of its customer base. 

Do you agree? 

No. The test-year customer c,unt data that the Compan) provided does 

not support the Company’s argument regarding seasonality. The 

Company realizes the majority of its revenue from Residential Rate I O .  I 

have prepared Surrebuttal Schedule MDC-1, which shows the percentage 

increase in customers on this rate schedule from month to month during 

the test year. As shown on this schedule, the customer base has 

incrementally increased in every month of the test year excepting April, 

May, and July. The decreases in those three months range between 

9/100thS of a percent to 1/3rd of a percent. This is hardly the extreme 

seasonality that the Company portrays in its rebuttal testimony, or a 

reason to depart from the “traditional” or Commission-accepted 

methodology of revenue annualization. 

12 
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Corporate Cost Allocations 

Q. Please discuss the Company’s rebuttal comments pertaining to your 

Corporate Cost Allocation adjustment. 

A. The Company agrees with my recommended adjustment which removes 

additional non-recurring charges related to the recent merger attempt. 

Bad Debts - Uncollectibles 

Q. 

A. 

Q. 

A. 

Please discuss the Company’s rebuttal comments regarding your bad 

debt adjustment. 

The Company argues that my bad debt recommendation is flawed 

because while I removed the Griffith Plant and NSP revenues from the 

calculation, I did not likewise remove these revenues from my calculation 

of the bad debt ratio. 

Do you agree? 

Yes, both the numerator and the denominator of the bad debt ratio would 

have to be adjusted to remove the NSP and Griffith Plant. Because this 

issue only recently arose, I have not as yet obtained the information 

necessary to make a revised calculation that would adjust the numerator 

of the ratio for both 2004 and 2005 and that would adjust the denominator 

for 2004. 

13 
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Out-of-Period Expenses 

Q. 

A. 

a. 
4. 

Please discuss the Company’s rebuttal comments pertaining to your Out- 

of-Period Expense adjustment. 

The Company agrees that the test year contains a number of expenditures 

that relate to 2004 that should not have been included. However, the 

Company argues that likewise there were expenses recorded in 2006 that 

should have been recorded in 2005, and that these out-of-period 

expenses would outweigh the 2004 out-of-period expenses removed in my 

adjustment. 

Do you agree? 

I can’t know. Mi audit in this case was primarily of the 2005 test year. 

Thus, I am not familiar with the 2006 data to which the Company’s rebuttal 

testimony refers. The Company has provided no accounting 

documentation to support its rebuttal claim regarding 2006 out-of-period 

expenses, and therefore I can neither agree nor disagree with its rebuttal 

arguments. 

Legal Expenses 

9. 

4. 

Please address the Company’s rebuttal arguments regarding your legal 

expense adjustment. 

The Company argues that the FERC rate case settlement in the El Paso 

matter has continued, and while certain cases may not repeat each year, 

14 
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legal expenses for different cases are recurring. The Company suggests 

using a two-year average to normalize the test year. 

2. 

4. 

2. 

4. 

Do you agree with this argument? 

No, not entirely. While the Company is correct that the identical legal 

issues may not necessarily arise every year, other legal issues will arise. 

What makes the legal adjustment recommended by RUCO and Staff 

appropriate is not just that the El Paso settlement legal expenses are non- 

recurring, but also these legal expenses are extraordinary in their 

magnitude. 

Please explain. 

During the test year, the Company incurred 46 invoices for outside legal 

services. Of these 46 invoices, RUCO and Staff determined 7 of them to 

be related to the El Paso rate settlement and non-recurring. The average 

cost of these 7 non-recurring invoices was $44,436, whereas the average 

cost of the other 39 recurring invoices was $5,292. Thus, the El Paso 

legal expenses were much larger than the routine or recurring legal 

expenses. 

15 
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Q. 

A. 

Are there any other reasons why your legal expenses adjustment is 

reasonable? 

Yes. Despite the fact that the El Paso rate settlement is non-recurring, I 

have not disallowed all of the El Paso legal invoices, only those that 

exceed $20,000. Thus, the test year, even after my proposed 

adjustment, contains over $75,000 in legal expenses associated with the 

El Paso settlement. 

RATE DESIGN 

Q. 

A. 

Q. 

A. 

Please discuss the Company’s rebuttal comments regarding your 

proposed rate design. 

The Company’s rebuttal takes exception to my characterization of its 

proposed rate design as creating rate shock for certain customers, 

resulting in perverted price signals, and stifling conservation. The 

Company claims that because customers do not have to pay the cost of 

gas charge of approximately 60 cents per therm when they conserve, that 

under its proposed rate design there still remains a price signal to 

conserve. 

Do you agree with this latter claim? 

Yes, and RUCO has not claimed otherwise. The point I make in my direct 

testimony is that the Company’s proposed rate design shifts so much 

revenue from the commodity charge to the fixed charge that it results in a 

16 
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large increase in the fixed charge and a significant decrease in the 

commodity rate. The price signal this sends to customers is that low users 

will receive the highest percentage increase in their bill and the highest 

users will actually receive decreases in their bills. This phenomena of the 

Company’s rate design is irrespective of gas cost savings that can be 

achieved through conservation. RUCO’s proposed rate design also 

includes an increase in the fixed charge, but not to the degree that 

commodity rates need to be decreased significantly. 

Q. 

4. 

Q. 

A. 

Please address the Company’s rebuttal comments regarding RUCO’s 

position on the Throughput Adjustment Mechanism (TAM). 

The Company claims that, contrary to my assertion in direct testimony, the 

TAM would not entirely remove any risk associated with revenue recovery. 

UNS Gas maintains that it would have risk associated with increased 

costs and with those customers not subject to the TAM. 

Please respond. 

The Company has the ability to control and mitigate increasing costs, and 

thus, increasing costs do not pose a big risk to the Company. 

Furthermore, the Company has the ability to file for a rate increase at any 

time that it perceives its revenue to be insufficient to cover its costs. What 

the TAM does is remove virtually all of the risk that the Company is unable 

17 
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to control and/or mitigate, such as weather, conservation, and 

consumption. 

2. 

4. 

2. 

4. 

What other arguments does the Company set out regarding the TAM? 

The Company argues that other states have adopted such mechanisms 

and that while the ACC rejected such a mechanism in the recent 

Southwest Gas rate case, it also encouraged the parties to seek rate 

design alternatives that will encourage conservation. 

Have the parties to the Southwest Gas case met to explore rate design 

alternatives that will encourage conservation as ordered in Decision No. 

68487? 

Yes. Southwest Gas, Commission Staff, SWEEP, and RUCO have met 

on several occasions to have such discussions. While no consensus has 

been reached the parties have acknowledged that Southwest Gas’ ability 

to recover its margin rates is primarily related to weather as opposed to 

declining usage attributable to conservation. Thus, at least in Southwest 

Gas’ case, a TAM would do little to encourage conservation, which was 

the Commission’s motive for encouraging the parties to discuss rate 

design alternatives. 
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RULES AND REGULATIONS OF SERVICE 

Q. 

4. 

2. 

4. 

Please address the Company’s rebuttal comments regarding RUCO’s 

position on shortening the length of time customers have to pay their gas 

bill. 

The Company argues that the shortened period of time for when a bill 

becomes delinquent is entirely reasonable and that my observation that 

the Company already receives adequate compensation for its billing lag 

through its working capital allowance is “irrelevant”. 

Please respond. 

I would differ from the Company’s opinion that the shortened bill due date 

is “reasonable.’’ RUCO has had calls from UNS Gas customers regarding 

this issue and none of those customers believed the proposal was 

reasonable. Further, the Company’s characterization of the fact that they 

are compensated for the billing lag via the working capital allowance as 

“irrelevant” is irresponsible at best. Ratepayers are required to reimburse 

the Company through the rates they pay for this billing lag, so I do not 

believe this fact is “irrelevant” to them. The Company is not harmed by the 

current billing terms, but customers perceive harm in the shortened billing 

terms. Thus, RUCO believes the public interest is not served by granting 

abbreviated billing terms. 
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Q. 

A. 

Does this conclude your surrebuttal testimony? 

Yes. 

20 
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FEBRUARY 
MARCH 
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MAY 
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OCTOBER 
NOVEMEBER 
DECEMBER 
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0.62% 
0.46% 
0.69% 
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ITRODU CTl ON 

Please state your name, occupation, and business address. 

My name is William A. Rigsby. I am a Public Utilities Analyst V employed 

by the Residential Utility Consumer Office (“RUCO”) located at 11 I O  W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please state the purpose of your surrebuttal testimony. 

The purpose of my testimony is to respond to UNS Gas Inc.’s (“UNS” or 

“Company”) rebuttal testimony on RUCO’s recommended rate of return on 

invested capital (which includes RUCO’s recommended cost of debt and 

cost of common equity) for the Company’s natural gas distribution 

operations in northern Arizona and Santa Cruz County in southern 

Arizona. 

Have you filed any prior testimony in this case on behalf of RUCO? 

Yes, on February 9, 2007, I filed direct testimony with the Arizona 

Corporation Commission (“ACC” or ‘Commission’’). My direct testimony 

addressed the cost of capital issues that were raised in UNS’ application 

requesting a permanent rate increase (“Application”) based on a test year 

ended December 31,2005. 
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Q. 

A. 

Q. 

A. 

How is your surrebuttal testimony organized? 

My surrebuttal testimony contains four parts: the introduction that I have 

just presented; a summary of UNS’ rebuttal testimony; a section on the 

cost of debt; and a section on the cost of equity capital. My testimony is 

supported by a set of revised surrebuttal schedules labeled WAR-1 

through WAR-9, which can be found at the end of this document. 

Have you made any revisions to your original cost of capital 

recommendation? 

Yes. As I will explain in my testimony, I have made upward revisions to 

both my recommended costs of debt and equity. I am now recommending 

a cost of debt of 6.60 percent and a cost of common equity of 9.84 

percent. These changes can be viewed on pages I and 2 of my 

Surrebuttal Schedule WAR-1. 

SUMMARY OF UNS GAS, INC.’S REBUTTAL TESTIMONY 

Q. 

A. 

Q. 

A. 

Have you reviewed UNS’ rebuttal testimony? 

Yes. I have reviewed the rebuttal testimony, filed on March 16, 2007, of 

Company witness Kentton C. Grant. 

Please summarize Mr. Grant‘s rebuttal testimony. 

Mr. Grant’s rebuttal testimony expresses his belief that the cost of equity 

recommendation presented in my direct testimony is too low as a result of 

2 
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the estimate that I obtained from my DCF analysis and explains why he 

believes that my growth estimates are unrealistic. Although Mr. Grant is in 

agreement with my recommendation to adopt the Company-proposed 

capital structure comprised of 50 percent equity and 50 percent debt, he 

disagrees with the 6.23 percent cost of debt that I originally recommended 

in my direct testimony. 

COST OF DEBT 

Q. 

A. 

Q. 

A. 

Why have you revised your recommended cost of debt of 6.23 percent? 

My decision to revise my recommended cost of debt was based on 

information that was provided to me by UNS in response to a RUCO data 

request that was sent to the Company after I filed my direct testimony in 

February’, and a review of specific Federal Energy Regulatory Account 

(“FERC”) balances that UNS included in the Company’s Application. As a 

result, I have decided to adopt the 6.60 percent cost of debt that Mr. Grant 

proposed originally. 

Briefly summarize the current positions of the parties to the case regarding 

capital structure, cost of debt, cost of equity and weighted cost of capital. 

Both RUCO and UNS are in agreement with the Company-proposed 

hypothetical capital structure comprised of 50.0 percent debt and 50.0 

percent equity. Mr. David C. Parcell, ACC Staff’s cost of capital witness, 

RUCO’s Eighth set of Data Requests sent on March 1,2007 1 
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is recommending that the Commission adopt the Company’s actual test 

year capital structure, which was comprised of 44.67 percent equity and 

55.33 percent debt. To date, all of the parties to the case are in 

agreement on the cost of debt now that I have revised my 

recommendation to 6.60 percent. In regard to the cost of equity, the 

parties to the case are presently recommending the following estimates: 

UNS 11 .OO% 

ACC Staff 10.00% 

RUCO 9.84% 

Mr. Parcell’s 10.00 percent cost of common equity recommendation is the 

mid-point of the upper end of his DCF range of 9.50 percent to 10.50 

percent. The weighted costs of capital being recommended by the parties 

to the case are as follows: 

UNS 8.80% 

ACC Staff 8.12% 

RUCO 8.22% 

As can be seen above, there is presently a 58 basis point difference 

between the Company-proposed 8.80 percent weighted cost of capital and 

RUCO’s recommended weighted cost of capital of 8.22 percent. RUCO 

4 
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and ACC Staffs recommended costs of capital fall within I O  basis points 

of each other. 

COST OF EQUITY CAPITAL 

Q. 

A. 

Q. 

A. 

... 

Has there been any recent activity in regard to interest rates? 

Yes. On March 21,2007, the Federal Reserve decided not to increase or 

decrease the federal funds rate for the sixth straight time and left it 

unchanged at 5.25 percent.* The short-term 91-day T-Bill rate has fallen 

to 5.03 as of March 21, 2007, and is 31 basis points higher than the 

benchmark long-term 30-year T-Bond yield of 4.72 percent (Attachment 

A). 

Please explain why you revised your recommended cost of common 

equity from 9.64 percent to 9.84 percent? 

My revised cost of common equity is the result of updated Value Line and 

Zacks Investment Research projections (Attachments B and C 

respectively) and updated closing stock price information on the natural 

gas (distribution Industry) that is used in my DCF model. I also updated 

the 91-day T-Bill yields and betas that were used in my CAPM model. 

~ 

Blackstone, Brian and Campion Walsh, “Fed Holds Rates Steady, Softens Tightening Bias” The 
Wall Street Journal, March 21, 2007 
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Q. 

A. 

Q. 

A. 

Please describe the updated Value Line projections that you used in your 

DCF model. 

During the week ending March 16, 2007, Value Line published its 

quarterly update on the natural gas distribution industry with revised 

projections on earnings, dividends and book values. Because this is 

information that cannot be ignored in this proceeding, I decided to use it 

and revise the cost of equity recommendation that I made in my direct 

testimony. The updated Value Line projections can be viewed in my 

surrebuttal schedules. 

Please address Mr. Grant’s criticism that the growth rates used in your 

DCF model are problematic from the standpoint of market expectations. 

Mr. Grant presents two arguments in regard to the growth rates used in 

my DCF model. His first argument states that investors expect a 

convergence of individual growth rates towards the industry average 

growth rate and that my growth rate estimates fail to take this into account. 

Mr. Grant’s second argument states that my growth estimates are not in 

line with long-term inflation-adjusted estimates of U.S. gross domestic 

product (“GDP”) which is the long-term growth component used in the 

multi-stage DCF model that he has relied on for his cost of equity 

estimation. Both arguments presented by Mr. Grant are groundless and 

should be given no weight. 
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a. 

4. 

Please explain why Mr. Grant’s first argument regarding your growth rate 

estimates should not be afforded any weight. 

Mr. Grant’s first argument assumes that investors place their funds in an 

individual LDC’s stock because they expect the individual LDC’s growth 

rates to converge with the long-term average of the natural gas distribution 

industry. In other words, if you’ve seen one LDC stock, you’ve seen them 

all because you are investing in an industry as opposed to an individual 

utility. If his argument were true, then investors would be investing in the 

natural gas industry as a whole (i.e. through an investment vehicle such 

as a mutual fund) as opposed to investing in an individual LDC. His 

argument totally ignores the premise that rational investors place their 

funds in individual stocks because they feel comfortable with the dividend 

yields and the growth potentials offered by the individual LDC that they are 

investing in. I believe that rational investors also weigh other factors such 

as superior management, corporate culture and philosophy, and past 

records of performance when making their investment decisions. If you 

subscribe to Mr. Grant’s argument, then it would not make any difference 

which LDC you made an investment in since they will all eventually 

provide the same returns in growth. This begs the question as to why 

there is so much investor information available on individual companies or 

why the managements of publicly traded firms tout their ability to provide 

returns that will exceed industry averages. 
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Q. 

4. 

... 

Please address Mr. Grant’s second argument regarding your growth rate 

estimates. 

Mr. Grant’s second argument assumes that my growth rates are 

unrealistic because they do not take into consideration the long-term 

inflation-adjusted estimates of US. GDP, which is the long-term growth 

component used in his multi-stage DCF model. If you subscribe to his 

argument then you have to believe that every individual LDC included in 

Mr. Grant’s sample is going to have inflation-adjusted growth that mirrors 

the GDP of the entire U.S. economy into perpetuity. This in itself is a 

rather broad and unrealistic expectation. Professional analysts often have 

enough trouble making accurate projections of the near-term (Le. one- 

year) earnings of the companies that they follow. It would be unrealistic to 

believe that projections that extend into perpetuity would be more accurate 

than the near-term projections. The growth estimates used in my DCF 

model are a balance of known historical 5-year growth figures and 

projected growth estimates over the next five-year period (Le. 2007 

through 2012). I believe that this is a reasonable horizon for future growth 

estimates, given the fact that utilities typically apply for rate relief within a 

three to five-year time frame. 
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Q. 

A. 

Are there any other reasons why you believe that Mr. Grant’s second 

argument on your growth rate estimates is flawed? 

Yes. It is interesting to note that in the multi-stage DCF model adopted by 

the FERC, more emphasis is given to short-term growth expectations as 

opposed to inflation-adjusted estimates of future U.S. GDP growth. This 

can be seen in the following excerpt from the FERC’s Cost-of-Service 

Rates Manual (Attachment D): 

“Return on Equity or Cost of Equity: This is the pipeline’s 
actual profit, or return on its investment. The return on 
equity is derived from a range of equity returns developed 
using a Discounted Cash Flow (DCF) analysis of a proxy 
group of publicly held natural gas companies. The two-stage 
method projects different rates of growth in projected 
dividend cash flows for each of the two stages, one stage 
reflecting short-term growth estimates and the other long- 
term growth estimates. These estimates are then weighted, 
two-thirds for the short-term growth projection and one-third 
on the long-term growth, and utilized in determining a range 
of reasonable equity returns. Two-thirds is used for the 
short-term growth rate on the theory that short-term growth 
rates are more predictable, and thus deserve a higher 
weighting than long-term growth rate projections. An equity 
return is then selected within this zone based on an analysis 
of the company’s risk.” 

As stated in the excerpt above, the FERC multi-stage DCF model weighs 

short-term estimates, similar to the ones used in my single stage DCF 

model, by a factor of two-thirds based on the fact that they are more 

predictable and deserve more weight than long-term estimates such as 

the inflation-adjusted estimates of future U.S. GDP growth used in the 

multi-stage DCF model that Mr. Grant has relied on. 
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Q. 

A. 

Q. 

A. 

Have the comments made by Mr. Grant on page 5, lines 5 through 18 of 

his rebuttal testimony caused you to change the views that you expressed 

in your direct testimony? 

No. As I stated in my direct testimony, the Commission has consistently 

rejected issues such as company size, customer growth, and the historic 

test year concept as reasons for making upward adjustments to estimated 

costs of common equity. Nowhere in his rebuttal testimony is Mr. Grant 

willing to concede that the implementation of a decoupling mechanism 

would merit a lower return on common equity for UNS given the fact that it 

would remove all of the risk associated with operating income volatility. 

Mr. Grant clearly wants the best of all worlds for UNS: a guaranteed return 

on investment and a high cost of common equity that reflects a riskier 

operating environment. 

Please discuss on Mr. Grant‘s comments regarding your grasp of the 

additional risk resulting from high customer growth and regulatory lag. 

With all due respect to Mr. Grant, I believe that my grasp of the additional 

risk resulting from high customer growth and regulatory lag is much better 

than what he believes. I can say with confidence that high customer 

growth has been business as usual and a fact of life for utilities operating 

in the Arizona jurisdiction for the last fifty years. If a utility’s management 

can’t deal with that fact of life then they should consider getting into 

another business. The issue of high customer growth in UNS’ service 

10 
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territory certainly never deterred the Company’s parent, UniSource Energy 

Corporation (“UniSource”), from acquiring the natural gas and electric 

assets from Citizens Communications Company (“Citizens”) in the first 

place. One cannot believe that the management of UniSource, which is 

based in Tucson, was blind to the fact that they were acquiring assets 

located in one of the fastest growing states in the U.S. High growth in 

Arizona is one of UniSource’s biggest selling points to potential investors. 

UniSource even presents high growth in a positive light in the Chairman’s 

Letter to Shareholders that appears in UniSource’s 2005 Annual Report 

(Attachment E). Obviously the investment community does not view 

UniSource’s high growth service territories in a negative light given the 

fact that shares of UniSource have increased from $25.25, at the time the 

ACC rejected an acquisition attempt by a limited liability partnership 

(which included the well heeled Wall Street investment firm of Kolberg 

Kravis Roberts & Co.), to a current price of $37.75 as of March 28, 2007. 

In regard to regulatory lag, unless the utility is operating under an 

agreement that provides for a rate freeze, it is the utility that decides when 

to apply for rate relief and generally utilities apply for rate relief at times 

when it is an advantage to them. Once again, UniSource’s management 

was well aware of the regulatory environment that they would be operating 

in when they acquired the natural gas and electric assets from Citizens in 

2003. For the reasons stated above I believe that Mr. Grant’s arguments 

11 
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regarding additional risk resulting from high customer growth and 

regulatory lag should be given no weight in this proceeding. 

2. 

4. 

3. 

4. 

Did Mr. Grant take issue with your use of a geometric mean to calculate 

the historical return on the market that is used in the equity risk premium 

component of your CAPM model? 

Not directly. However he does take issue with Mr. Parcell’s use of the 

geometric mean and for this reason I believe that it is important that I 

defend the use of the geometric mean in this proceeding. 

Please explain why Mr. Grant’s criticism regarding the use of a geometric 

mean in a CAPM analysis is unfounded. 

The information on both the geometric and arithmetic means, published by 

I bbotson Associates, is widely available to the investment community. For 

this reason alone I believe that the use of both means in a CAPM analysis 

is appropriate. 

The best argument in favor of the geometric mean is that it provides a 

truer picture of the effects of compounding on the value of an investment 

when return variability exists. This is particularly relevant in the case of 

the return on the stock market, which has had its share of ups and downs 

over the 1926 to 2005 observation period used in my CAPM analysis. 

12 
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Q. 

A. 

Can you provide an example to illustrate the differences between the two 

averages? 

Yes. The following example may help. Suppose you invest $100 and 

realize a 20.0 percent return over the course of a year. So at the end of 

year 1, your original $100 investment is now worth $120. Now let’s say 

that over the course of a second year you are not as fortunate and the 

value of your investment falls by 20.0 percent. As a result of this, the 

$120 value of your original $100 investment falls to $96. An arithmetic 

mean of the return on your investment over the two-year period is zero 

percent calculated as follows: 

( year 1 return + year 2 return ) + number of periods = 

( 20.0% + -20.0% ) + 2 = 

( 0.0% ) + 2 = 0.0% 

The arithmetic mean calculated above would lead you to believe that you 

didn’t gain or lose anything over the two-year investment period and that 

your original $100 investment is still worth $100. But in reality, your 

original $100 investment is only worth $96. A geometric mean on the 

other hand calculates a compound return of negative 2.02 percent as 

follows: 

13 
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I =  llnumber of periods - ( year 2 value + original value ) 

($96 + $100 )’12 - I = 

( 0.96 )’I2 - 1 = 

( 0.9798 ) - 1 = 

-0.0202 = -2.02% 

The geometric mean calculation illustrated above provides a truer picture 

of what happened to your original $100 over the two-year investment 

period. 

As can be seen in the preceding example, in a situation where return 

variability exists, a geometric mean will always be lower than an arithmetic 

mean, which probably explains why utility consultants typically put up a 

strenuous argument against the use of a geometric mean. 

2. 

4. 

Can you cite any other evidence that supports your use of both a 

geometric and an arithmetic mean? 

Yes. In the third edition of their book, Valuation: Measuring and Manaqinq 

the Value of Companies, authors Tom Copeland, Tim Koller and Jack 

Murrin (“CKM”) make the point that, while the arithmetic mean has been 

regarded as being more forward looking in determining market risk 

premiums, a true market risk premium may lie somewhere between the 

arithmetic and geometric averages published in I bbotson’s SBBl 

yearbook. 
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Q. 

4. 

Please explain. 

In order to believe that the results produced by the arithmetic mean are 

appropriate, you have to believe that each return possibility included in the 

calculation is an independent draw. However, research conducted by 

CKM demonstrates that year-to-year returns are not independent and are 

actually auto correlated (Le. a relationship that exists between two or more 

returns, such that when one return changes, the other, or others, also 

change), meaning that the arithmetic mean has less credence. CKM also 

explains two other factors that would make the lbbotson arithmetic mean 

too high. The first factor deals with the holding period. The arithmetic 

mean depends on the length of the holding period and there is no "law" 

that says that holding periods of one year are the "correct" measure. 

When longer periods (e.g. 2 years, 3 years etc.) are observed, the 

arithmetic mean drops about 100 basis points. The second factor deals 

with a situation known as survivor bias. According to CKM, this is a well- 

documented problem with the lbbotson historical return series in that it 

only measures the returns of successful firms, that is, those firms that are 

listed on stock exchanges. The lbbotson historical return series does not 

measure the failures, of which there are many. Therefore, the return 

expectations in the future are likely to be lower than the lbbotson historical 

averages. After conducting their analysis, CKM conclude that 4.00 

percent to 5.50 percent is a reasonable forward looking market risk 

premium. Adding the current 5-year Treasury yield of 4.43 percent to 
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these two estimates indicate a cost of equity of 8.43 percent to 9.93 

percent. Given the fact that utilities generally exhibit less risk than 

industrials, a return in the low end of this range would be reasonable. In 

fact, my revised 9.84 percent cost of common equity estimate falls within 

this range. 

Q. 

9. 

3. 

9. 

Does your silence on any of the issues or positions addressed in the 

rebuttal testimony of the Company’s witnesses constitute acceptance? 

No, it does not. 

Does this conclude your surrebuttal testimony on UNS? 

Yes, it does. 
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Selected Yields 

\\/ 
-Current 

- Year-Ago 

3 Months Year 3 Months Year 
Recent Ago Ago Recent Ago Ago 

(3/21/07) (12/20/06) (3/23/06) (3/21/07) (12/20/06) (3/23/06) 

TAXABLE 
Market Rates 
Discount Rate 6.25 
Federal Funds 5.25 
Prime Rate 8.25 
30-day CP (Al/Pl) 5.24 
3-month LIBOR 5.35 
Bank CDs 
6-month 3.26 
1 -year 3.87 
5-year 3.92 
US. Treasury Securities 
3-month 5.03 
6-month 5.07 
1 -year 4.94 
5-year 4.43 
1 0-year 4.54 
10-year (inflation-protected) 2.12 
30-year 4.72 
30-year Zero 4.68 

6.25 5.50 
5.25 4.50 
8.25 7.50 
5.25 4.73 
5.37 4.96 

3.30 2.97 
3.84 3.57 
3.91 3.96 

4.96 4.66 
5.06 4.80 
4.96 4.78 
4.56 4.73 
4.60 4.73 
2.31 2.23 
4.73 4.75 
4.67 4.61 

Treasurv Securitv Yield Curve 
5.20% 

5.00% 

4.60% 

4.60% 

4.40% 

4.20% 

Mos. Years 

Mortgage-Backed Securities 
GNMA 6.5% 
FHLMC 6.5% (Gold) 
FNMA 6.5% 
FNMA ARM 
Corporate Bonds 
Financial (10-year) A 
Industria I (2 5/30-yea r) A 
Utility (25l30-year) A 
Utility (25/30-year) BaalBBB 
Foreign Bonds (IO-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

5.53 
5.60 
5.50 
5.60 

5.40 
5.68 
5.86 
6.01 

4.08 
3.93 
1.57 
4.83 

7.22 
6.31 
5.47 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (GOs) 4.13 
25-Bond Index (Revs) 4.38 
General Obligation Bonds (GOs) 

1 -year A 3.64 
5-year Aaa 3.51 
5-year A 3.80 
1 0-year Aaa 3.65 

25l30-year Aaa 4 .OO 
25l30-year A 4.30 
Revenue Bonds (Revs) (25130-Year) 
Education AA 4.33 
Electric AA 4.30 
Housing AA 4.55 
Hospital AA 4.57 

1 -year Aaa 3.54 

1 0-year A 3.95 

Toll Road Aaa 4.40 

Federal Reserve Data 

5.53 
5.68 
5.61 
5.55 

5.45 
5.69 
5.75 
6.02 

4.03 
3.86 
1.62 
4.71 

7.13 
6.34 
5.47 

4.12 
4.52 

3.48 
3.58 
3.48 
3.77 
3.69 
4.10 
4.03 
4.35 

4.47 
4.38 
4.50 
4.52 
4.36 

5.53 
5.93 
5.85 
4.53 

5.66 
5.84 
5.86 
6.17 

4.21 
3.68 
1.72 
4.34 

7.18 
6.28 
N/A 

4.43 
5.08 

3.43 
3.55 
3.55 
3.83 
3.93 
4.25 
4.38 
4.65 

4.39 
4.45 
4.65 
4.74 
4.63 

BANK RESERVES 
Vwo- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the La st... 
3/14/07 2/28/01 Change 12Wks. 26 Wks. 52Wks. 

Excess Reserves 1586 1772 -1 86 1577 1661 1663 
Borrowed Reserves 43 30 13 133 196 227 
Net FreelBorrowed Reserves 1543 1742 -1 99 1444 1465 1436 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Growth Rates Over the Last ... 
3/5/07 2/26/07 Change 3 Mos. 6 Mos. 12 Mos. 

MI  (Currency+demand deposits) 1379.2 1347.6 31.6 0.3% 0.2% 0.4% 
M2 (M1 +savings+small time deposits) 7127.5 7144.3 -1 6.8 7.9% 7.5% 5.5% 
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2006 
43500 

1950 
36.0% 
4.5% 
51.W 
48.0% 
35400 

NATURAL GAS (DISTRIBUTION) 

2007 2008 
44500 46500 Revenues ($mill) 

2050 2150 Net Profit ($mill) 
36.0% 36.0% Income Tax Rate 
4.6% 4.6% Net Profit Margin 

51.0% 51.0% Long-Term Debt Ratio 
48.0% 46.0% Common Equity Ratio 

36750 38000 Total Capital Itmill) 

460 

37000 

The Natural Gas (Distribution) Industry’s Time- 
liness rank remains about where it was in Decem- 
ber, though it has gained a few places in the last 
year. In 2006, the industry outperformed the Stan- 
dard & Poor’s 500 index, returning about 20%, 
including dividends, though the group’s stock 
prices have generally moved little since our last 
report. Still, the estimated dividend yield for most 
of the issues is below last year’s, since dividend 
increases have not kept pace with the stock price 
gains of 2006. 

Natural gas distribution stocks usually offer 
dividends that are substantially above the Value 
Line Investment Survey median, currently 1.7%, 
but they also, as a group, have below-average 
capital appreciation potential. Indeed, some of the 
stocks are currently trading within their 2010- 
2012 target price ranges, leaving dividends as the 
only source of forecast investment return. That’s 
because we believe that interest rates will likely 
be higher in the out years than at present, when 
the long-term Treasury bond rate has been below 
5% for some time. 

39000 41000 I Net Plant ($mill) 

Regulated Earnings and Regulation. 
Most of the gas distribution companies derive over 

85% of their earnings from local natural gas distribu- 
tion. Like their larger cousins, the electric power distri- 
bution companies, gas distribution companies are al- 
lowed by their state-based public service commissions to 
earn a limited return on equity, generally in the 10%- 
12% range. In a few cases, regulators allow gas utilities 
to earn performance-based rates of return on equity of 
up to 15% and to share profits above tha t  level with rate 
payers, provided the utility keeps rate growth at less 
than the general level of inflation. Other recent regula- 
tory innovations include weather-adjusted rate mecha- 
nisms, which help the utility when weather is warmer 
than average and its customers when it’s colder. Some 
states have gone a step further and have rules tha t  
“decouple” the utilities’ revenues from gas usage to a 
certain extent in order not to discourage conservation. 
All told, the regulatory climate is better for the industry 
than ten years ago. That leaves volume as a main driver 
of earnings growth, and here, the group has wide varia- 
tion. With natural gas consumption increasing about 
1.5% a year, regulated earnings growth will likely be in 
the mid-single digits. The companies that appear to have 

11.0% 
11.0% 
5.0% 
61% 
16.5 
.90 

3.5% 
325% 

Composite Statistics: Natural Gas (Distribution) 

11.5% 11.5% Return on Shr. Equity 
11.5% 11.5% Return on Corn Equity 
5.2% 5.3% Retained to Corn Eq 

60% 60.h All Div’ds to Net F’rof 
Avg Ann’l PIE Ratio 

:$*:;;: Relative PIE Ratio 
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better prospects, such as Northwest Natural Gas, tend to 
have dividend yields that are lower than stocks facing 
slower growth, such as Laclede. 

Nonregulated Activities 
In a n  effort to boost earnings, most gas distribution 

companies also have small, unregulated businesses. 
These tend to include heating, ventilation and air con- 
ditioning services (HVAC). gas marketing, and gas stor- 
age for off-system customers. The group also invests in 
gas pipelines, the returns of which are regulated by the 
FERC, rather than the states. As demand for gas grows, 
the U.S. will need to import substantially more gas in 
liquid form, and liquefied natural gas (LNG) plants 
could offer some of the companies investment opportu- 
nities, as well as  the chance to raise earnings by moving 
more gas through their pipelines. 

Earnings and Dividend Growth Prospects 
So far, customers seem to have handled recent high gas 
prices fairly well. Bad debt costs are up, but regulators 
are making allowances for that in some states, and gas 
price inflation will probably be less over the next two 
years than over the last two. Enlightened state regula- 
tion, combined with cost savings from measures like 
automated meter reading, will probably permit earnings 
to rise at a modest pace; dividends should follow suit. 

Wheeling and Dealing 
In the 199Os, many publicly held natural gas distribu- 

tors were acquired, considerably reducing the variety of 
investment choices available. At present, three of the 
companies in our group are in the process of being 
acquired. While we don’t encourage investors to bet on a 
company’s being taken over, the possibility remains and 
could boost investment returns. 

Investment Considerations 
The Natural Gas (Distribution) Industry offers above- 

average dividends and, in some cases, some capital 
appreciation. Investors seeking relatively safe income 
can find prospects here, but dividend growth will likely 
be slow. Moreover, the industry is in fashion now; a 
change of investor sentiment unrelated to the industry’s 
prospects or higher long-term interest rates could drive 
stock prices down. 

Sigourney B. Romaine, CFA 
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endar Mar.31 Jun.30 Sep.30 Dec.31 
2004 651 294 262 625 

QUARTERLY REVENUES (S mill.) A 

BETA .95 (l.W=Marltet) 
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Yea1 

1832 
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2005 
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2007 
2008 
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2004 
2005 
2006 
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2008 
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2004 
2005 
2006 
2007 
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2003 

20.26 20.43 22.73 23.59 19.32 21.91 
2.07 
1.04 1 :::: I :::; 1 :::': 1 :::: 1 ::$ 
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908 430 387 993 2718 
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EARNINGS PER SHARE A B  FUII 

Mar.31 Jun.30 Sep.30 Dec.31 Yea1 
1.00 .33 .31 .64 2.21 
1.14 .30 .19 .85 2.41 
1.41 2 5  .46 .60 2.7; 
7.35 .35 .45 .65 2.81 
f.40 .35 .45 .70 2.91 
QUARTERLY DMDENDS PAID C. FUII 

Mar.31 Jun.30 Sep.30 Dec.31 Yea1 
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.41 
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; '01. $0.13; '03, ($0.07). Ned earnings 
t due in Mav. 

available. 
ID) Includes intanaibles. In 2006: $420 million, 

1.06 
6.4% 5.9% 5.4% 5.9% 6.2% 5.6% 

CAPITAL STRUCTURE as of 12/31/06 
Total Debt $2161.0 mill. Due in 5 Yrs $854.0 mill. 
LT Debt $1622.0 mill. 

(Total interest coverage: 5.0~) 
Leases, Uncapitalized Annual rentals $32.0 mill. 

Pension Assets-12/06 $375.0 mill. 

Pfd Stock None 
Common Stock 77,752,515 shs. 
as of 1/31/07 

MARKET CAP $3.1 billion (Mid Cap) 

LT Interest $130.0 mill. 

Oblig. $454.0 mill 

CURRENT POSITION 2004 2005 12/31/06 

Cash Assets 49.0 30.0 20.0 
1408.0 2002.0 1802.0 Other 

Current Assets 1457.0 2032.0 1822.0 
Accts Payable 207.0 264.0 213.0 
Debt Due 334.0 522.0 539.0 

936.0 1153.0 875.0 Other 
Current Liab. 1477.0 1939.0 1627.0 
Fix. Chg. Cov. 510% 442% 397% 
ANNUAL RATES Past Past Est'd '04-'0f 
dchange(persh) 1OYn. 5Ya.  to'Ib'12 

"Cash Flow" 5.0% 7.0% 5.5% 
Dividends 1.5% 2.0% 5.5% 
Book Value 5.5% 8.5% 2.5% 

($MILL.) 

--- 

--- 

Revenues 1.0% 7.0% 4.0% 

Earnings 6.5% 13.5% 3.5% 

Company's Financial Strength B++ 
Stock's Price Stability 95 

ividends hkkorically paid early March, $540/share. " 
Sept, and Dec. Div'd reinvest. plan I (E) In millions, adjusted for stock split. 
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Price Growth Persistence 70 
Earnings Predictability 75 

B) Diluted earnings per share. Excl. nonrecur- (C 
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22.75 23.36 18.71 11.25 19.04 15.32 15.25 23.89 
2.42 I 2.65 I 2.29 I 2.86 I 3.31 I 3.39 I 3.47 I 3.29 
1.37 1.41 .91 1.29 1.50 1.82 2.08 2.28 
1.08 1.08 1.08 1.08 1.08 1.08 1.11 1.15 
2.59 2.05 2.51 2.92 2.83 3.30 2.46 3.44 

10.99 11.42 11.59 11.50 12.19 12.52 14.66 18.06 
56.60 57.30 57.10 54.00 55.10 56.70 64.50 76.70 
14.7 13.9 21.4 13.6 14.6 12.5 12.5 13.1 
.85 .72 1.22 .88 .75 .68 .71 .69 

5.4% 1 5.5% I 5.5% I 6.2% I 4.9% I 4.7% 1 4.3% I 3.9% 

1287.6 I 1338.6 I 1068.6 1 607.4 1 1049.3 I 868.9 I 983.7 I 1832.0 
76.6 I 80.6 I 52.1 I 71.1 I 82.3 1 103.0 I 132.4 I 153.0 

37.9% 1 32.5% I 33.1% I 34.3% I 40.7% I 36.0% I 35.9% I 37.0% 
5.9% 6.0% 4.9% 11.7% 7.8% 11.9% 13.5% 8.4% 

48.7% 47.5% 45.3% 45.9% 61.3% 58.3% 50.3% 54.0% 
45.9% 47.1% 49.2% 48.3% 38.7% 41.7% 49.7% 46.0% 
1356.4 1388.4 1345.8 1286.2 1736.3 1704.3 1901.4 3008.0 
1496.6 I 1534.0 I 1598.9 I 1637.5 I 2058.9 1 2194.2 12352.4 I 3178.0 

7.3% I 7.6% I 5.7% 1 7.4% I 6.5% 1 8.1% I 8.9% I 6.3% 
11.0% 11.1% 7.1% 10.2% 12.3% 14.5% 14.0% 11.0% 
11.3% 12.3% 7.9% 11.5% 12.3% 14.5% 14.0% 11.0% 
3.2% 4.4% NMF 3.2% 4.2% 7.0% 6.6% 5.6% 
74% 64% 101% 72% 65% 52% 53% 49% 

BUSINESS AGL Resources, Inc. is a public utility holding compa- 
ny. its distribution subsidiaries indude Atlanta Gas Light, Chat- 
tanooga Gas, and Virginia Natural Gas. The utilities have more than 
2.2 million customers in Georgia (primarily Atlanta), Virginia, and in 
southem Tennessee. Also engaged in nonregulated natural gas 
matketing and other, allied services. Also wholesales and retails 

AGL Resources reported solid per- 
formance for 2006. Revenues declined 
slightly from the record top-line perform- 
ance achieved in 2005, as a result of 
reduced customer usage due to warmer 
weather. Despite this, share earnings ad- 
vanced by about 10%. This resulted from a 
lower cost of gas, which decreased by al- 
most 9%. The Wholesale Services business 
also augmented AGLs bottom line, as op- 
erating earnings for this segment in- 
creased by 84%. For 2007. we anticipate a 
modest advance in revenues and share 
earnings, assuming normal weather pat- 
terns. Moderate growth should continue to 
the end of the decade. 
The first phase of the company's rate 
case in Tennessee has been resolved. 
In Derprnher the rnmnanv received aD- 
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3s at retail. Acq. VirginiaNatural Gas, 10/00. Sold 
./dir. own less than 1.0% of common; Goldman 
lorgan, 5.9% (3106 Proxy). Pres. 8 CEO: John W. 
IC.: GA. Addr.: 10 Peachtree Place NE., Atlanta, 
D4-584-4000. Internet: www.aglresources.com. 

Somerhalder 11. 
GA 30309. Tel.: 

AGL Resources has announced plans 
to build a natural gas storage facility 
in Beaumont, Texas. This initiative will 
require an investment of $180 million and 
provide 12 billion cubic feet of capacity 
upon completion of the first phase. Con- 
struction should commence next year, with 
the facility becoming operational in 2010. 
The board of directors recently ap- 
proved a dividend increase. The 
quarterly payout is now $0.41. This 
represents a very healthy 10.8% rise over 
the previous level. This pattern is en- 
couraging, although the payout may rise 
at  a slower pace going forward, given 
AGLs declining cash balance. 
This stock is ranked to lag the 
broader market for the coming six to 
12 months. However. this issue mav aD- 

proval from the lennessee Kegulatory 
Authority for its joint settlement with the 
other parties in the case. resulting in a 
rate increase of $2.7 million, effective Jan- 
uary 1, 2007. The second phase of this case 
will entail a review of the company's con- 
servation and decoupling mechanisms. A 
final ruling on this matter is expected by 
the end of the third auarter. 

peal to income investors, consiaering me 
healthy dividend yield. Also, this good- 
quality stock scores high marks for Safety 
and Price Stability. Nevertheless, a t  the 
current quotation, appreciation potential 
is below average for the pull to late 
decade. as the shares currently trade 
within our Target Price Range. 
Michael I? Napoli March 16. 200; 
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292006 WOO6 IQ2W pemnt 72, 
bBUY 102 90 115 shares 8 
bsdl 67 88 84 traded 4 
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Atmos Energy's history dates back to 
1906 in the Texas Panhandle. Over the 
years, through various mergers, it became 
part of Pioneer Corporation, and, in 1981, 
Pioneer named its gas distribution division 
Energas. In 1983, Pioneer organized 
Energas as a separate subsidiary and dis- 
tributed the outstanding shares of Energas 
to Pioneer shareholders. Energas changed 
its name to Atmos in 1988. Atmos acquired 
Trans Louisiana Gas in 1986, Western Ken- 
tuckv Gas Utilitv in 1987. Greelev Gas in 
1995, United Ciies Gas in.1997, aid others. 
CAPITAL STRUCTURE as of 12/31/06 
Total Debt $2336.4 mill. Due in 5 Yrs $1450.0 mill. 
LT Debt $1878.7 mill. 
(LT interest earned: 2.9~; total interest 
coverage: 2.8~) 
Leases, Uncapitalized Annual rentals $16.0 mill. 
Pfd Stock None 

LT Interest $135.0 mill. 
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Pension AssetsUO6 $362.7 mill. 8.3% 9.0% 5.1% 6.5% 

Common Stock 88,577,022 shs. 
as of 1/31/07 

12.0% 14.9% 6.6% 8.2% 
12.0% 14.9% 6.6% 8.2% 

MARKET CAP $2.8 billion (Mid Cap) 3.9% 6.3% NMF NMF 

Oblig. $326.5 mill. 

P 67% 58% NMF "2% 

40,1 75,8 94,4 
1224.3 1041.7 1481.2 

BUSINESS Atmos Energy Corp 
distribution and sale of natural gas to 3.2 mi i& I 

(WILL.) 
Cash Assets 
Other 
Current Assets 1264.4 11 17.5 1575.6 regulated natural gas utility operations: Louisiana Division, West proximately 1.9% of common ktock (12706 Proxy), Chairman and 
AC& PayaHe 461.3 345.1 762.5 Texas Division, Mid-Tex Division, Mississippi Division, Colorado- Chief Executive Officer. Robeti W. Best Incorporated: Texas. Ad- 
Debt Due 148.1 385.6 457.7 Kansas Division, and KentuckylMid-States Division. Combined dress: P.O. Box 650205, Dallas, Texas 75265. Telephone: 972- 
Other 503.4 388.5 407.3 2006 gas volumes: 272 M M d  Breakdown: 53%, residential; 32%, 934-9227. Internet www.atmosenergy.com. 
Current Liab. 1112.8 1119.2 1627.5 

--- 

offering of 6.3 million common shares is 

ofchange (persh) loyrr. 5yn. b'1&112 driven by its non-utility businesses. 
Revenues 7.5% 17.0% 2.5% Profits for the core natural gas marketing 

li:g; i$i segment were boosted by higher unreal- "Cash Flow" 
Earnings 
Dividends 3.0% 2.0% 1.5% ized storage mark-to-market gains, and 
Book Value 6.5% 8.5% 4.0% underlvine business trends were solid. as  

well. ?'he" pipeline operation reaped the 
benefits of the North Side Loop and other 
projects completed last year, plus rate ad- 
justments arising from filings under the 
Gas Reliability Infrastructure Program 
(authorizing companies to  earn a rate of 
return on their incremental annual capital 
investments). 
But full-year earnings per share could 
be flat. The utility unit may be weighed 
down a bit by increased operating ex- 
penses, reflecting costs from a higher em- 
ployee headcount. (Weather-normalization 
mechanisms applicable to around 90% of 
the customer base ought to help here, 
though.) Moreover, the fourth-quarter 
comparison ought to be quite difficult, 
given that our fiscal 2006 figure excludes 
an $0.18-a-share charge for the impair- 
ment of irrigation properties in the West 
Texas Division. Lastly. the recent public 

I I I 

(A) Fiscal year ends Sept. 30th. (B) Diluted in early March, June, Sept.. and Dec. 

00, 126; '03, d17$; '06. dl8$. Next egs. rpt. avail. 
due early May. (C) Dividends historically paid (D) In millions, adjusted for stock splits. 

kind 
THE PUBLISHER IS NOT RE%ONSIBL8OR ANY ERRORS OR OMISSIONS HEREIN. This publication IS stricUy lor subsuiber's own. non-commercial. inlernal use.% pari 
d ii may be repcduced. resold, naed or transmined in any primed. elect'oric M other lam. a used lor generating M marketing any printed or elemonic p W t i o n .  s d c e  M product 

Div. (E) Ptrs may not add due to change in shn Company's Financial Strength B+ 
Stock's Price Stability 100 
Price Growth Persistence 35 
Earnings Predictability 70 

shrs. Exd. nonrec. items: '97, d53& '99, d23$: reinvestment plan. Direct stock purchase plan outstanding. 
(F) AT0 completed United Cities merger 7/97. 

2007. Value tine PUMshin Inc All ' hts resenred. Factual material is obtained from ma believed to be reliable and is provided without warranties a( a 

m 
2002 

22.82 
3.39 
1.45 
1.18 
3.17 

13.75 
41.68 
15.2 
.83 

5.4% 

950.8 
59.7 

37.1% 
6.3% 

53.9% 
46.1% 
1243.7 
1300.3 
6.8% 

10.4% 
10.4% 
1.9% 
82% 

- 

- 

- 
- 

- 
- 

- 

- 

- 

- 

- 
Inaaaei 

40 
30 
25 
20 
15 

1.20 1.22 1.24 1.26 1.28 1.30 Div'dsiekdpersh C. 1.35 
3.10 3.03 4.14 5.20 5.00 5.30 Cap'l Spending persh 6.60 

16.66 18.05 19.90 20.16 22.45 21.75 BookValue persh 25.20 
51.48 62.80 80.54 81.74 89.50 92.50 Common Shs Outst'g 0 107.00 
13.4 15.9 16.1 13.5 B O I ~  flsures are Avo Ann'l PIE Ratio 14.0 
.76 .84 .86 .73 ValueUne RiativePIE Ratio .95 

5.2% 4.9% 4.5% 4.7% Avg Ann'l Dv'd Yield 3.9% esffnatLz 

2799.9 2920.0 4973.3 6152.4 5260 5560 Revenues ($mill) A 7800 
79.5 86.2 135.8 162.3 180 195 NetProft($mill) 270 

37.1% 37.4% 37.7% 37.6% 38.0% 38.0% IncomeTax Rate 39.0% 
2.8% 3.0% 2.7% 2.6% 3.4% 3.5% NetPmfit Margin 3.5% 

50.2% 43.2% 57.7% 57.0% 49.0% 3.0% Long-Term Debt Ratio 51.0% 
49.8% I 56.8% I 42.3% I 43.0% I 51.0% I 50.0% lCoknon Equity Ratio I 49.0% 
1721.4 11994.8 I 3785.5 I 3828.5 1 3940 I 4020 lTotalCapitallfmilll I 5500 
1516.0 1722.5 3374.4 3629.2 3900 4200 NetPlant(Sm'ill) ' 5300 
6.2% 5.8% 5.3% 6.1% 6.0% 6.5% ReturnonTotalCap'l 6.5% 
9.3% 7.6% 8.5% 9.9% 9.0% 9.5% Returnon Shr. Eauitv 10.0% 
9.3% 7.6% 8.5% 9.9% 9.0% 9.5% Returnon Com Equh 10.0% 
2.8% 1.7% 2.3% 3.6% 3.5% 3.5% Retained toComEq 4.5% 
70% 77% 73% 63% 64% 6% AIIDiv'ds toNetProf 54% 

irimarily in the commercial; lo%, industrial: and 5% other. 2006 depredation rate 
stomen via six 3.6%. Has around 4,600 ernplovees. Dfhers and directors own a b  

estimated to dilute share net by around a 
nickel. (The $192 million in net proceeds 
from that transaction were used to reduce 
short-term debt.) Atmos is gradually 
strengthening its capital structure follow- 
ing the issuance of debt to finance the ac- 
quisition of TXUs gas business. 
The company is awaiting the results 
of several rate cases. The largest one 
seeks $60 million in additional annual rev- 
enues in Texas, which would affect some 
1.5 million customers. There is also a fil- 
ing in Kentucky for a $10.4 million annual 
revenue increase (1 75,000 customers) and 
Missouri for $3.4 million in additional an- 
nual revenues (60,000 customers). Note 
that our presentation will account for the 
aforementioned amounts if the measures 
are approved. 
These good-quality shares offer a 
decent yield, a well-covered payout, 
and moderate dividend growth. But 
performance wise, they are already trad- 
ing within our 3- to 5-year Tar et Price 
Range, and are ranked only 3 Lverage) 
for Timeliness. 
Frederick L. Harris, 111 March 16, 2007 

http://www.atmosenergy.com


A M J J A S O N D  

?E 0 1 0 0 0 1 0 4 1  
nsti tut ional Decisions 

I I I I 
BUSINESS: Laclede Group, Inc., is a holl 

1.28 1.17 1.61 1.42 1.27 1.87 1.84 1.58 1.47 1.37 1.61 
1.20 1.20 1.22 1.22 1.24 1.26 1.30 1.32 1.34 1.34 1.34 
2.46 2.87 2.62 2.50 2.63 2.35 2.44 2.68 2.58 2.77 2.51 

11.83 11.79 12.19 12.44 13.05 13.72 14.26 14.57 14.96 14.99 15.26 
15.59 15.59 15.59 15.67 17.42 17.56 17.56 17.63 18.88 18.88 18.88 
12.5 15.8 13.5 16.4 15.5 11.9 12.5 15.5 15.8 14.9 14.5 

- 

r80 I .96 I .80 I 1.08 I 1.04 1 .75 I .72 I .81 I .90 I .97 I .74 
5.7% 

755.2 
22.4 

35.4% 

7.5% I 6.5% I 5.6% I 5.3% I 6.3% I 5.6% 5.4% 4.7% 4.4% 4.3% erridate= Avg Ann’l Div’d Yield 4.326% 
1050.3 1250.3 1597.0 1997.6 f780 1860 Revenues ($mill) A 2750 

34.6 36.1 40.1 50.5 41.0 44.0 Netprofit ($mill) 60.0 
35.0% 34.8% 34.1% 32.5% 35.5% 35.5% Income TaxRate 35.5% 

ZAPITAL STRUCTURE as of 12/31/06 
rota1 Debt $652.8 mill. Due in 5 Y n  $275.0 mill. 
-T Debt $355.5 mill. LT Interest $20.0 mill. 

594.4 
6.0% 
7.8% 

Total interest coverage: 3.1~) 

621.2 646.9 679.5 763.8 815 865 NetPlant(Smill) 1150 
7.4% 6.6% 7.6% 8.4% 6.5% 6.5% RetumonTotal Cap’l 6.5% 

11.5% 10.1% 10.9% 12.5% 9.0% 9.5% RetumonShr.Equity fO.O% 

-eases, Uncapitalized Annual rentals $.9 mill. 
’ension Assets-9/06 $246.1 mill. 

Vd Stock $3 mill. 
Zommon Stock 21,566,851 shs. 
3s of 1/26/07 

Oblig. $282.1 mill. 
Pfd Div’d $.05 mill. 

6.0 50.8 51.9 
($MIL) 

:ash Assets 
418.1 409.0 522.3 3ther 

3urrent Assets 424.1 459.8 574.2 

4ccts Payable 138.4 103.3 150.0 
3ebt Due 110.7 207.5 297.3 

116.5 120.1 115.0 Dther 
Current Liab. 365.6 430.9 562.3 

--- 

-- -. 

MARKET CAP: $650 million (Small Cap) 
XRRENT POSITION 2005 2006 12/31/06 

Fiscal QUARTERLY REVENUES ($ mill.)A z::: Dec.31 Mar.31 Jun.30 Sep.30 
2004 332.6 475.0 245.1 197.6 
2005 442.5 576.5 311.3 266.7 
2006 689.2 708.8 330.6 269.0 
2007 539.6 650 340 250.4 
2008 465 465 465 465 
Fiscal W M G S  PER SHARE A F z,:: Dec.31 Mar.31 Jun.30 Sep.30 
2004 .87 1.12 .I9 d.28 
2005 .79 1.06 2 9  d.24 
2006 1.23 1.05 .13 d.04 
2007 .89 .99 .15 d.13 
2008 1.03 1.07 .20 d.30 
tal. QUARTERLY DMDENDS PAID 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2003 ,335 ,335 ,335 ,335 
2004 ,335 .34 .34 .34 
2005 .34 ,345 ,345 ,345 
2006 ,345 ,355 .355 ,355 
*fin7 9cc 

1 ,  5:5 1 5,:”, 1 5 1 g  1 6 r 0  1 5 1 5  
602.8 547.2 491.6 566.1 1002.1 

36.1% 35.6% 35.5% 35.2% 32.7% 
5.4% 5.1% 5.5% 4.6% 3.0% 

38.0% 40.9% 41.8% 45.2% 49.5% 

Full 

E$ 
1250.3 
1597.0 
1997.6 
1780 
1860 

Full 

1.82 
1.90 
2.37 
1.90 
2.00 
FUII 
Year 
1.34 
1.36 
1.38 
1.41 

9) Fiscal year ends Sept. 30th. 

17 then rliliibrl Fudides nnnrecurrino loss: ment olan available. 

(C) Dividends historically paid in early January, $12.02kh. 

IF) Qtlv. eos. mav not sum due to chanqe in 
3) Based on average shares outstanding thm. April, July, and October. = Dividend reinvest- (E) In miliions. Adjusted for stock split. 

Company’s Financial Strength B+ 

Price Growth Persistence 60 
Stock’s Price Stability 95 

Trailing: 14.9 R E L A M  1 5.9 (Median: ls.o)l PIE O.881gD 4.9% 
37.5 36.0 
29.1 29.6 

I I I I I I I I I ! 80 

15 

-._.-- 10 
-7S 

..-....e .._ ...._..._.. .. .-e.. .. ...-.. -..-. 2. 

k TOT. RETURN 2/07 

.. 

2.56 1 3.15 I 279 1 2.98 1 3.81 I 3.60 I 3.95 I“CashF1o;r”persh I 5.00 

1.09 1.05 

3.0% I 3.3% I 2.9% I 2.5% I 2.5% I 2.3% I 2.4% lNet Profit Margin I 2.2% 
47.5% I 50.4% I 51.6% I 48.1% I 49.5% I 47.0% I 48.0% ILonpTermDebtRatio I 49.0% 
52.3% I 49.4% I 48.3% I 51.8% I 50.4% I 53.0% I 52.0% lC$mon Equity Ratio 1 51.0% 
546.6 I 605.0 I 737.4 1 707.9 I 798.9 I 840 I 885 \Total Capital ($mill) I f200 

7.8% 1 11.6% 1 10.1% 1 10.9% 1 12.5% 1 9.0% 1 9.5”A lRetumonComEqu& 1 10.0% 
NMF I 3.1% I 2.7% I 3.1% I 5.1% 1 2.0% I 2.5% IRetained toCom Eq I 3.5% 

113% I 74% I 73% I 72% I 59% I 76% I 75% ]All Div’dstoNet Prof I 67% 
19 company for Ladede 60%; commercial and industrial, 25%; transportation, 1%: other, 

14%. Has around 3.880 employees. Officers and directors own a p  
proximately 7.0% of common shares (1107 proxy). Chairman, Chief 
Executive Officer, and President Douglas H. Yaeger. incorporated: 
Missouri. Address: 720 Olive Street, St Lwis, Misswn 63101. Tel- 
eohone: 314-342-0500. Internet: www.lacledeaas.com. 

tional. Annual growth in the customer 
base for the natural gas distribution unit 
has been sluggish for some time. That’s 
because the market in eastern Missouri is 
in a mature phase. As such, any substan- 
tial gains will have to  be derived from the 
unregulated businesses or from major ac- 
quisitions, scenarios we don’t see happen- 
ing anytime soon. Consequently, annual 
earnings-per-share increases may only be 
in the mid-single-digit range out to 20 10- 
2012. 
Income-oriented accounts should find 
the dividend yield of interest. (Note 
that the quarterly distribution just rose by 
3%.) Future hikes in the payout will likely 
continue to be moderate, given that the 
regulated subsidiary operates in a slow- 
growth environment. 
These shares have lost some ground 
in recent months, attributable largely. it 
seems, to the company’s substantially 
lower results in the first quarter. The 
diminished price and earnings momentum 
has caused the Timeliness rank to be 5 
(Lowest). Total-return potential over the 3- 
to 5-year horizon is limited, as well. 
Frederick L. Harris, 111 March 16, 2007 

-~ ~~~ . . , .. ._ _ _ _ _  .- .. . . . . 
16, 7$. Next earnings report due late XpnL- I(Dj lnbrdeferred charges. In ’06: $256.8 mill,, I ih’aresoukandiig. 
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UEW JERSEY RES. NYSE-NJR 1991 
2801 

MELINESS t o d 1 ~ 5 1 0 6  I 17g1 1 8 s l  
AFETY 

ETA 80 (1 W-  Market) 

LEGENDS Raisedgn5m6 - 118 x Olvldends sh 
dlvlded blntere$Rate EC”lCAL Lowpled3fuo7 . . . . Relame Ke Strength 

3$;2*Sp~$ 3102 
2010-12 PROJECT\?!fTotal 

n,,,, 
Price Gain Ri durn I I 

nsider Decisions 
A M  J J A S O N D . . , . .  

,Buy 0 0 0 0 0 0 0 0 0  
0 2 0 0 4 0 0 1  1 

1.58 I 1.95 I 2.14 I 2.31 I 2.13 I 2.2; 

m . 8 5  1 .78 I .8! 
8.1% 7.5% 5.8% 6.2% 6.7% 5.6% 

:APITAL STRUCTURE as of 12/31/06 
rota1 Debt $626.4 mill. Due in 5 YE $300.0 mill. 
.T Debt $336.7 mill. 
ncl. $7.4 mill. capitalized leases. 
LT interest earned: 6.0~; total interest coverage: 
;.ox) 
’ension Assets-9/06 $95.8 mill. 

Vd Stock None 

LT Interest $25.0 mill. 

Oblig. $103.7 mill. 

:ommon Stock 27,833,620 shs. 
1s of 2/6/07 
MARKET CAP $1.4 billion (Mid Cap) 
SURRENT POSITION 2004 2005 12/31/05 

($MILL.) 
:ash Assets 5.0 25.0 10.1 

681.0 927.8 1078.e %her 
Current Assets 686.0 952.8 1088.: 

--- 

A) Fiscal year ends Sept. 30th. 
E) Diluted earnings Ned earnings report due 

providing retail and Wholesale energy svcs to customers in New ral Energy subsid provides unregulated retail and wholesale natu- 
Jersey, in states from the Gulf Coast to New England, and Canada ral gas and related energy svcs. 2006 dep rate: 2.7%. Has 76f 
New Jersey Natural Gas has about 471,000 customers at 9/30/06 empls 0ff.ldir. own about 2% of common (12106 Proxy). Chnn 
in Monmouth and Ocean Cwnbes, and other N.J. Counties Fiscal and CEO: Laurence M. Downes. Inc.. N.J. Addr.. 1415 Wyckofl 
2006 volume: 102 8 bill cu R. (56% firm, 7% interruptible industnal Road, Wall, NJ 07719 Tel 732-938-1480. Web www njliving com. 

New Jersey Resources began fiscal 
2007 (ends September 30th) on a weak 
note. First-quarter profits increased 7% in 
the natural-gas-distribution segment 
(NJNG). but dropped 50% in the energy- 
services unit (NJRES) and dropped 40% in 
the retail business. Revenues declined in 
all three segments due to lower customer 
usage at NJNG and lower sales at NJRES, 
which was the result of lower natural gas 
prices and higher pipeline transportation 
costs due to infrastructure damage from 
regional hurricanes. 
Even so, we look for a modest in- 
crease for share earnings, both this 
year and next. NJNG added about 
10.000 new customers per year in 2005 
and 2006 through new housing agree- 
ments and customer conversions from 
other fuels. We anticipate this annual new 
customer growth rate trend will continue. 
According to the company, the customer 
growth rate should increase natural gas 
sales volume by 1.5 billion cubic feet an- 
nually over the next two years and add 
$40 million in new utility revenues per 
year. Natural gas is being used in 95% of 
new construction due to its efficiency and 

reliability. 
In late 2006, the Conservation Incen- 
tive Program (CIP) went into effect. 
NJNG’s ezrnings and-cash flows will be af- 
fected by this tariff. The CIP decouples the 
link between customer usage and the utili- 
ty’s profits. This feature will allow custom- 
ers to conserve energy while addressing 
the company’s utility profit margin varia- 
tions due to weather and customer usage. 
The wholesale energy services pro- 
vider is on track to leverage its trans- 
portation and storage capacity to 
manage sales to its energy company 
customers. The portfolio maintains physi- 
cal asset contracts across the North Amer- 
ican continent and its varied weather 
areas. The portfolio’s value increases when 
there are natural gas price differences in 
these different regions. In maintaining 
and trading this portfolio, we think that 
NJRES’s customers will receive better 
pricing on these commodities. 
We think this company will be able to 
register steady growth. Even so, the 
stock is untimely and is trading at the top 
of our 3- to 5- year price target. 
Enzo DiCostanzo March 16, 200 

, July, and October. m Dividend reinvest- Company’s Financial Strength A 
plan available. Stock’s Price Stability 100 

ncludes reoulatotv assets in 2006: $323.0 Price Growth Persistence 85 

(E) In millions, adjusted for split 

m $11 706hnre . I 1 Famlnnc Prerlietahilihr .. ., . . . . _. _. ._ -. , ,  . .  
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of it may be reproduced, redd, stored M transmined In any printed, electronic M ouler form, M useflor generaling DI marketing any p a e d  M electrcnic publlcatlon. SeMCe or produd. 





2.57 I 3.25 I 3.74 I 3.50 I 3.41 I 3.86 1 3.72 I 3.24 I 3.72 I 3.68 I 3.86 I 3.65 I 3.85 I 3.92 I 4.34 ~. ~~ 

57 .74 1.74 1.63 1.61 1.97 1.76 1.02 1.70 1.79 1.88 1.62 1.76 1.86 2.11 
1.13 1.15 1.17 1.17 1.18 1.20 1.21 1.22 1.23 1.24 1.25 1.26 1.27 1.30 1.32 
3.58 3.73 3.61 4.23 3.02 3.70 5.07 4.02 4.78 3.46 3.23 3.11 4.90 5.52 3.48 

12.23 12.41 13.08 13.63 14.55 15.37 16.02 16.59 17.12 17.93 18.56 18.88 19.52 20.64 21.28 
17.68 19.46 19.77 20.13 22.24 22.56 22.86 24.85 25.09 25.23 25.23 25.59 25.94 27.55 27.58 
28.1 27.0 12.9 13.0 12.9 11.7 14.4 26.7 14.5 12.4 12.9 17.2 15.8 16.7 17.0 
1.79 1.64 .76 .85 .86 .73 .83 1.39 .83 .81 .66 .% .90 .88 .91 
5.9% I 5.7% I 5.2% I 5.5% 1 5.7% I 5.2% 

CAPITAL STRUCTURE as of 12/31/06 
Total Debt $646.6 mill. Due in 5 Y n  $251.7 mill. 
LT Debt $517.0 mill. LT Interest $31.0 mill. 

(Total interest coverage: 3.4~) 

Pension Assets-12105 $236 mill 
Oblig. $269 mill. 

, 1 4.8% I 4.5% I 5.0% 1 5.6% I 5.1% I 4.5% 1 4.6% I 4.2% 1 3.7% 

I 361.8 I 416.7 I 455.8 I 532.1 1 650.3 I 641.4 I 611.3 I 707.6 I 910.5 

Pfd Stock None 827.5 894.7 895.9 934.0 965.0 995.6 1205.9 1318.4 1373.4 

Common Stock 27,256,341 shs. 7.4% 5.0% 6.8% 6.7% 6.9% 5.9% 5.7% 5.9% 6.5% 
as of 2/23/07 10.7% 6.1% 9.7% 9.8% 10.0% 8.9% 9.1% 8.9% 9.9% 
MARKET CAP $1.2 billion (Mid Cap) 11.0% 6.0% 9.9% 10.0% 10.2% 8.5% 9.0% 8.9% 9.9% 

3.6% NMF 2.8% 3.1% 3.5% 1.9% 2.6% 2.7% 3.7% 
CURRENTPOSITION 2004 2005 12/31/06 70% 118% 74% 70% 67% 79% 72% 69% 63% 

Cash Assets 5 2 7.1 5.8 BUSINESS Northwest Natural Gas Co. distributes natural aas at Pipelin1 
($MILL.) 

43.7 
32.8 

- ...., 
t... 

- 

2006 
37.1 1 
4.65 
2.29 
1.39 
3.55 

21.96 
27.28 

16.3 
.89 

3.7% 

1013.2 
63.4 

36.3% 
6.3% 

46.4% 
53.6% 
1116.5 
1425.1 

7.5% 
10.6% 
10.6% 
4.2% 
61% 

svstem 

- 

- 
- 

- 
- 

__ 

- 
- 

- 

- 

1 3 k  555 41 4 

38.30 I Revenues per sh 

(.n 104.2 88.2 

2007 2008 “VALUE LINE PUB., IN( 
36.35 
4.80 I 5.15 I “Cash Flow” per sh 
2.40 255 Earninas Der sh A 

1.44 I 
3.85 I 

1.50 IDiv’dsDecl’d per sh B= 

3.85 ICaD’I SDendins Der sh 

Avg Ann’l Div’d Yield 

66.0 I 70.0 /yet Profit (Sin: 
36.5% 36.5% Income Tax Rate 

6.6% 6.7% Net Profit Mar in 
47.0% 47.0% Long-Term Debt Ratio 
53.0% I 53.0% IConkon Equity Ratio 

1150 1175 ITotal Capital ($mill) 
1475 1 1525 lNet Plant (Sm’ill) ’ 

7.0% 1 7.0% I Return on Total Cap’l 
10.5% I 11.0% \Return on Shr. E a u i  
10.5% I 11.0% /Return on Com Equh 
4.0% I 4.5% IRetained to Com Eg 
60% 1 58% 1 All Div’ds to Net Prof 

o brina pas to market. Owns local und 

ta 
44.85 
5.85 
2.85 
1.80 
3.85 

25.85 
28.00 
16.0 
1.05 

3.8% 
1300 
86.0 

36.5% 
6.6% 

48.0% 
52.0% 

1350 
1600 
7.0% 

12.0% 
12.0% 
5.0% 
60% 

ground 
%: in- 

- 

- 
- 

- 
- 
- 

- 
- 

- 

- 
. . _ -  

Other 231.9 316.6 303.0 retail to 90 communities. 636,000 customers, in Oregon (9k of storage. Rev. breakdown: residential, 55%; commercial. 
Current Assets 237.1 323.7 308.8 custs.) and in southwest Washington state. Principal cities served: dustrial, gas transportation, and other, 17%. Employs 1,200. Bar- 

k& Payable ::;:: ::::; ;:$: Portland and Eugene, OR; Vancouver, WA. Service area popula- days owns 6.2% of shares; insiders, 1% (4106 proxy). CEO: Mark 
Debt Due 47,3 56,6 98,3 tion: 2.4 mill. (77% in OR). Company buys gas supply from Canadi- S. Dodson. Inc.: OR. Address: 220 NW 2nd Ave., Portland, OR 

267,3 326,6 341,5 an and US. producers; has transportation rights on Northwest 97209. Tel.: 503-226-4211. Internet: w.nwnatural.com. 
Other 
Current Liab. 
Fx. Chg. Cov. 316% 340% 349%. Northwest posted solid earnings its work reorganization. This plan entails 
ANNUALRATES Past Past Est’d’03-’05 growth in the last ouarter of 2006 . . . 

--- 

O f h a n g e b r W  1Oym 5 h  b’10.’12 The prior-year period suffered from about 
Revenues 
~~CashFlow~~ g;:; ‘i::; $0.06 a share in unususal litigation ex- 
Earnings 1.5% 5.0% 7.0% penses. Still, fourth-quarter earnings rose 
Dividends 1.0% 1.0% 4.0% around 9%. excluding the prior-year period 

charge. Northwest’s customer count con- Book Value 

Gal- QUARTERLYREVENUES(Smil1.) FUII tinued to grow at  a 3% clip, about twice 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year the industry average. Operation and 
2004 254.5 109.7 81.4 262.0 707.6 maintenance costs declined 1%. after 
2005 308.7 153.7 106.7 341.4 910.5 severance costs, as the company’s work 
2006 390.4 171.0 114.9 336.9 1013.2 reorganization plan started to take effect. 
2007 380 170 110 340 1000 In 2006, the company earned $2.22 a 

390 120 360 share, before severance costs and mark-to- 
Gal. EARNINGS PERSHARE* Full market accounting for derivatives ($2.29 a 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year share overall). 
2004 1.24 d.03 d.30 .95 1.86 . . . and the momentum will likely con- 
2005 1.44 .04 d.31 .94 2.11 tinue through at least 2008. For 20 
2006 1.48 .07 d.35 1.09 2.29 years, Northwest has logged about twice 
2007 1.56 d.33 1-77 2.40 the average industry customer growth, 

164 .07 d.33 2.55 and we see no reason why that won’t con- 
Gal- PUARTERLYDI’ADENDS PAID E. Full tinue for the foreseeable future. Natural 

endar Mar.31 Jun.30 SeD.30 Dec.31 Year gas came to the Portland area rather late, 
2003 ,315 ,315 ,315 ,325 1.27 in the 1950s. giving Northwest ample con- 
2004 ,325 ,325 ,325 ,325 1.30 version opportunities. And the company 
2005 ,325 ,325 ,325 ,345 1.32 has over a 90% share of new residential 
2006 ,345 ,345 ,345 ,355 1.39 heating. We anticipate further gains on 
2007 ,355 the cost side, too, as Northwest completes 

4.0% 3.5% 3.5% . 

outsourcing most new constkction and 
some administrative work, and standard- 
izing and centralizing some functions. The 
company also plans to set up a new sales- 
force for the conversion market. 
Suburban growth and other projects 
should keep earnings growing at a 
better-than average industry pace. 
Over the next 10 years, the Portland 
metro government will move its urban 
growth boundary out to the southeast of 
the city, opening a large new territory for 
natural gas service. Planners forecast that  
some towns in this area will grow by over 
500% by 2015 with new, higher-density 
zoning. A new interstate pipeline project 
could also put to work over $100 million of 
capital, a t  a good, FERC-regulated rate of 
return, and NWN will probably benefit 
from the construction of a t  least one new 
liquefied natural gas terminal in its area. 
These neutrally ranked, top-quality 
shares have below average total- 
return potential. Earnings and divi- 
dends will likely grow faster than industry 
averages, but the current yield is modest. 
Sigourney B. Romaine March 16, 2007 

I I I I 

A) Diluted earnings per share Excludes non- mid-May, mid-August, and mid-November. Company’s Financial Strength A 
eeumno oain’ ’98 $0 1 5  ‘00. $0.11. Next = Div’d reinvestment olan available. Stock’s Price Stabilitv 100 
!aming; riport due early May I B1 Dividends histoncallv oaid in mid-Februan. 

(C) In millions, adjusted for stock split I Price Growth Persistence 55 
Earnlngs Predictability 80 _ .  I I .  

* 2007 Value line Publishin 
.HE PhLlSHER IS NOT RE8PONSiBLE%OR ANY ERRORS OR OMISSIONS HEREIN. This ublicahn is strictly lor subscriber’s own. nonammerdal,.intemal~ux. do 

of it may be reptoduced. resdd. aored or lranmnted in any printed. elecb’canc M other IMm. M useflor generwng DI markeUng any printed of elecb’onic put?icauon. 5elvIce M poducL 
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.78 1.07 1.14 1.13 125 1.49 1.62 1.72 1.70 1.77 1.81 1.81 2.04 2.31 

.44 I .70 I .73 I .68 I :73 I .84 I .93 I .98 I .93 I 1.01 I 1.01 I .95 I 1.11 I 1.27 

.44 .46 .48 .51 .54 .57 .61 .64 .68 .72 .76 .BO .82 .85 
1.37 1.41 1.58 1.95 1.72 1.64 1.52 1.48 1.58 1.65 1.29 1.21 1.16 1.85 
4.83 5.13 5.45 5.68 6.16 6.53 6.95 7.45 7.86 8.26 8.63 8.91 9.36 11.15 

49.46 51.59 52.30 53.15 57.67 59.10 60.39 61.48 62.59 63.83 64.93 66.18 67.31 76.67 
16.3 12.3 15.4 15.7 13.8 13.9 13.6 16.3 17.7 14.3 16.7 18.4 16.7 16.6 
1.04 I .75 I .91 I 1.03 I .92 1 .87 I .78 I .85 I 1.01 I .93 I .E6 I 1.01 I .95 I .88 

6.0% I 5.3% I 4.3% I 4.8% I 5.4% I 4.9% I 4.8% I 4.0% 1 4.1% I 5.0% I 4.5% I 4.6% 1 4.4% I 4.1% 
I 775.5 I 765.3 1 686.5 I 830.4 I 1107.9 I 832.0 I 1220.8 I 1529.7 :APITAL STRUCTURE as of IO131106 

rota1 Debt $995.0 mill. Due in 5 Y n  $150.0 mill. 55.2 60.3 58.2 64.0 65.5 62.2 74.4 95.2 
.T Debt $825.0 mill. LT Interest $50.0 mill. 39.1% 39.2% 39.7% 34,796 34.6% 33.1% 34.8% 35.1% 
LT interest earned: 4 . 0 ~  total interest coverage: 7.196 7,9% 8,5x 7,7% 5,9% 7,5% 6.1% 6.2% I.0x) 

47.6% 44.7% 46.2% 46.1% 47.6% 43.9% 42.2% 43.6% 
'ension Assets-10106 $211.9 mill. 52.4% 55.3% 53.8% 53.9% 52.4% 56.1% 57.8% 56.4% 

O W .  $236.3 mill. 800.8 829.3 914.7 978.4 1069.4 1051.6 1090.2 1514.9 
941.7 990.6 1047.0 1072.0 1114.7 1158.5 1812.3 1849.8 
8.9% 9.2% 8.1% 8.3% 7.9% 7.8% 8.6% 7.8% Vd Stock None 

:ornrnon Stock 74,606,758 shs. 13.1% 13.2% 11.8% 12.1% 11.7% 10.6% 11.8% 11.1% 
IS of 1/8/07 13.1% 13.2% 11.8% 12.1% 11.7% 10.6% 11.8% 11.1% 
MARKET CAP: $1.9 billion (Mid Cap) 4.6% 4.7% 3.3% 3.5% 3.0% 1.7% 3.1% 3.7% 
:URRENTPOSlTlON 2004 2005 10131106 65% 65% 72% 71% 75% 83% 74% 66% 

'ELATIVE ;ERATO 0.991'R 4.0%m 
25.8 28.4 27.3 Target Price Range 

2010 2011 2012 I t  21.3 23.2 24.4 

I I I I I I 1 50 
! 40 

I I I I I I 30 
I 20 

1q,------t-- I I 25 
I -  I I I I 

..e..... I .. I I I 1 7 . 5  I 
%TOT. RETURN 2107 

THIS VLARm 
STOCK INOEX 

. 5.6 12.0 

. 35.2 41.4 

2.43 1 2.50 I 2.60 I 270 1"Cash Flow"Dersh I 3.00 
1.32 1.27 7.40 7.45 Earnings persh 6 7.55 
.91 .95 .99 7.03 Div'ds Ded'd per rh c= 7.75 

2.50 2.74 2.65 2.75 CaD'I SDendina Der sh 2.80 

101.3 I 96.7 I 705 I 705 INeIProfit ($mill) 
33.7% 1 35.0% I 35.0% 1 36.0% /Income Tax Rate I 36.0!! 
5.8% 5.0% 5.PX 5.7% Net Prof i lar  in 5.0% 

41.4% 48.3% 49.0% 50.0% Long-Term Debt Ratio 49.0% 
58.6% 51.7% 51.0% 50.0% CommonEqui Ratio 57.0% 
1509.2 1708.0 7755 7870 Total Capital ($mill) 
1939.1 2075.0 2700 2750 Net Plant ($mill 2350 

8.2% 7.1% 7.0% 7.5% Return on Total Cap'l 7.0% 
11.5% 11.0% 77.5% 77.5% ReturnonShr. Equity 77.5% 
11.5% 11.0% 77.5% 77.5% Returnon ComEquity 77.5% 
3.6% 2.8% 3.5% 3.5% Retained to Corn Ea 3.0% 
68% I 74.6% I 7% I 70% \All Div'ds to Net P k f  I 74% 

($MILL.) I I I I 
:ash Assets 5.7 7 1 8.9 BUSINESS Piedmont Natural Gas Company 1s primarily a regu- 
M e r  329.5 497.8 467.1 lated natural gas distributor, serving over 1,016,000 customers in equkment. naturaigas brokering; propane saks. Has abwt 2,05i 
hrrent  Assets 335.2 504.9 476.0 North Carolina, South Carolina, and Tennessee. 2006 revenue mix: employees. officers & directors own less than 1% of common stock 
9ccts Payable 99.6 182.8 l!i:i residential (44%), commercial (26%), industrial p i%),  other (19%). (1K17 proxy). Chairman, CEO, & President: Thomas E. Skains. Inc.: 

NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC 28210. Tele- Iebt Due 109.5 193.5 
3ther Principal suppliers: Transco and Tennessee Pipeline. Gas costs: --- ,,::'?, !%'? I%! 72.8% of revenues. '06 deprec. rate: 3.5%. Estimated plant age: phone: 704-731-4226. Internet: www.piedmontng.com. 
Fix. Chg. Cov. 
RNNUAL RATES 
if change (per sh) 
Pevenues 
'Cash Flow" 
Earnings 
Dividends 
Book Value 

378% 400% 325% 
Past Past Est'd '04-'06 

10Yrs. 5Yrs. t0'10.'12 
7.5% 11.0% 5.5% 
7.0% 5.5% 3.0% 
5.5% 5.0% 3.0% 
5.5% 5.0% 4.0% 
6.5% 6.5% 2.5% 

pa;l QUARTERLY REVENUES [S mill.] A Full 
Ends (Jan.31 Apr.30 J~1.31 Oct.31 I ___. , - 1 1 -  ^ 1 ^ ^  I .?^^ - 
2004 61U.U 4112.4 214.1 
2005 680.6 508.0 232.9 
2006 921.4 483.2 237.9 
2007 1900 !i: ;? 
2008 925 
Fiscal EARNINGS PER SHARE z,:: Jan.31 Apr.30 Ju1.31 
2004 1.03 .54 d.11 
2005 I .93 .52 d.06 
2006 .94 5 7  d.16 

L1J.U 13LY.1 
339.6 1761.1 
282.2 1924.7 
300 2000 

Oct.31 

d.07 1.32 
d.08 I 1.27 I 

2007 .96 .58 d.09 d.05 1.40 
2008 .95 .60 d.06 d.04 1.45 
c . ~  QUARTERLY DlVlDENDS PAID C. FUN 

3.7 vears. Non-reoulated oDerations: sale of aas-Dowered heatino 

We expect Piedmont Natural Gas' 
earnings for the first quarter of fiscal 
2007 (ends October 31st) to rise by 
$0.02 a share. Customers continue to be 
added in Piedmont's North Carolina, 
South Carolina, and Tennessee service 
areas. In addition to South Carolina's in- 
creased large-volume customers, the 2006 
Kate StabilizaLion Act. fil;?g was settled. 

3 r .  

which will facilitate obtaining capital for 
future infrastructure expenditures. 
Piedmont's joint venture is perform- 
ing well. Piedmont Energy's 30% equity 
interest in Southstar Energy services, a 
Georgia-based unregulated retail natural 
gas marketer, earned $22.9 million of 
PNYs $29.9 million overall joint venture 
pretax earnings in fiscal 2006. We expect 
-z...:*-.. Ir_ __-A1 >..- L _  2,- Born or rnese racrors snouia increase mar- 

gins. We expect earnings for the full fiscal 
year to rise 10%. to $1.40 a share. That's 
the midpoint of Piedmont's target of $1.35- 
$1.45. 
The Public Service Commission of 
South Carolina approved a gas cost 
hedging plan for the purpose of cost 
stabilization. The plan targets 30% to 
f i n o !  nf anniial nnrmali7~rl snbs vnliimes. 

similar resuiLs LU w n L i r I u e  uue LU g i u w ~ n  
in joint markets. 
In the three-state service area of the 
Carolinas and Tennessee, the overall 
customer growth rate was 3.5% in 
2006. The gas distribution system serves a 
million customers company-wide with an 
increase last year of a near record 34,400. 
The growth rate is among the highest in 
the natinn fnr natural gas distribution --,- -- I____--_ - _ _ _ _ _ _  -_____ _____  ._. ~ ~ _ -  _ _ _ _  ~ ~- 

Any benefits recognized are deemed to be 
reductions in gas cost and are refunded to 
Sniith Carnlinn riistnmers in rates. 

companies. A record was set in 2006 for 
residential construction customer growth. 
Untimelv Piedmont stock offers an at- .j ~ ~~~ ~ ~ ~ ~ ~ ~ ~ ~~~ ~~~ ~~ ~~~~~ ~ ~ . - - - - - - __ - _ _  - __ - __ _ _  -. _. - .. . . - - - _ . _". - 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year The capitalization ratios of 48% long- tractive yield. Investors should note that 
2003 .20 ,208 ,208 ,208 .82 term debt and 52% common equity the company offers a 5% discount on divi- 
2004 ,208 ,215 ,215 ,215 .85 were both in the target ranges. dend reinvestment. Good dividend growth 
2005 ,215 .23 2 3  
2006 I 2 3  .24 2 4  :;: I :!: 
2007 

Maintaining sufficient cash flows and over the next 3 to 5 - years should produce 
achieving this capital structure will allow 
PNY to have an attractive credit rating. Enzo DiCostanzo March 16. 2007 

worthwhile total return over that time. 

I I Y ~~ ~ ~~ 

R) Fiscal year ends October 31st. (C) Dividends historically paid mid-January, $4.0 million, 5Clshare. Company's Financial Strength B++ 
75 

B) Diluted earnings. Excl. extraordinary item: April. July, October. E) In millions, adjusted for stock splits. Stock's Price Stability 100 
10. Ed. Exd. nonrecurrina charae: '97. 2d. 1 = Div'd reinvest. plan available; 5% discount. 1 I F) Quarters may not add to total due to Price Growth Persistence 
lek kamings report duelearly hay. 

' 1 (D) Includes deferred charges. At 10/31/05: I change in shares outstanding. 
0 2001 Value Line PuMishin b c  All ri Ins resewed. Famal material is obtained Iran sources beheved to be reliable and is povided without warranties of an kind 
THE PUBLISHER IS NOT REtPONSlBLE%OR ANY ERRORS OR OMISSIONS HEREIN. This ublication Is nrlcUy for subscribe<s own, non~merual.,inlernal,use. $0 pati 
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Institutional Decisions 

348.6 
18.4 

36.8% 
5.3% 

54.6% 

1.37 I 1.56 I 1.54 I 1.35 I 1.65 I 1.54 

450.2 392.5 515.9 837.3 505.1 696.8 819.1 921.0 903.9 970 1030 Revenues ($mill) 1200 
13.8 22.0 24.7 26.8 29.4 34.6 43.0 48.6 72.1 80.0 ES.OWetProfit(Smill) 100 

46.2% 42.8% 43.1% 42.2% 41.4% 40.6% 40.9% 41.5% 40.7% 40.5% 40.5% IncomeTaxRate 40.5% 
3.1% 5.6% 4.8% 3.2% 5.8% 5.0% 5.2% 5.3% 8.0% 8.2% 8.3% Net ProRtMargin 8.3% 

57.3% 53.8% 54.1% 57.0% 53.6% 50.8% 48.7% 44.9% 44.7% 44.4% 44.4% Long-TermDebt Ratio 42.5% 

.E4 .81 .78 .61 .83 .85 

.71 71 .72 .72 .72 .72 
2.17 1.69 1.87 1.93 2.08 2.01 

35.8% 
387.1 
456.5 
6.7% 

10.5% 

6 7 7  I fie5 I 7.17 1 7.23 I 7.34 I 8.03 

33.5% 37.0% 37.6% 35.9% 46.1% 49.0% 51.0% 55.1% 55.3% 55.6% 55.6% Common Equity Ratio 57.5% 
401.1 405.9 443.5 516.2 512.5 608.4 675.0 710.3 801.1 855 900 TotalCapHal(Smill) 1000 

5.3% 7.4% 7.4% 6.9% 7.6% 7.3% 7.9% 8.3% 10.2% 10.5% 10.5% Returnonlotai Cap'l 11.5% 
8.1% 11.7% 12.1% 12.1% 12.4% 11.5% 12.4% 12.4% 16.3% 17.0% f7.0% ReturnonShr.Equity 17.5% 

504.3 533.3 562.2 607.0 666.6 748.3 799.9 877.3 920.0 975 1025 Net Plant ($mill) 1200 

.... . ~~~ 

18.48 I 19.00 I 19.61 I 21.43 I 21.44 I 21.51 
14.5 I 13.2 I 15.8 I 16.1 I 12.2 I 13.3 

13.3% 
2.1% 
84% 

.93 I 
..BO I .93 I 

1.06 I .E I .83 
7.6% 66% 5.9% 7 4% 7.2% 6.4% 

10.3% 14.6% 14.8% 12.8% 12.5% 11.6% 12.5% 12.4% 16.3% 17.0% 17.0% Returnon Com Equity 17.5% 
NMF 4.2% 4.8% 3.5% 4.7% 5.0% 5.9% 6.2% 10.2% 10.5% 11.0% Retained toCom Eq 11.0% 

112% 72% 67% 76% 62% 57% 52% 50% 37% 36% 37% AllDiv'dstoNetProf 3PA 

CAPITAL STRUCTURE as of 12131106 
Total Debt $555.0 mill. Due in 5 Yrs $232.5 mill. 
LT Debt $358.0 mill. 
rotai interest coverage: 5 . 4 ~ )  

LT Interest $21.0 mill. 

tal. QUARTERLY REVENUES ($mill.) 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2004 307.6 136.5 129.5 245.5 
2005 328.6 154.0 157.0 281.4 
2006 365.0 155.5 133.1 250.3 
2007 375 170 f55 270 
2008 390 190 170 280 
Cai. EARNINGS PER SHAREA 

endar Mar.31 Jun.30 Sep.30 Dec3l  
2004 .91 .15 .02 .50 
2005 .96 .27 .09 .39 
2006 1.06 2 0  .51 .69 
2007 1.12 .30 .55 .73 
2008 t i 5  .35 .60 .80 
Gal. QUARTERLY DIVIDENDS PAlD B. 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2003 - -  ,193 .193 ,395 
2004 - -  ,202 ,202 ,415 
2005 - -  213 ,213 ,438 
2006 - -  ,225 .225 ,470 
2007 

Pension Assets-12/06 $1 17.1 mill. 

Pfd Stock none 
Oblig. $132.6 mill. 

FUII 
Year 
819.1 
921.0 
903.9 
970 

1030 
FUII 
Year 
1.58 
1.71 
2.46 
2.71 
2.91 
FUII 
Year 

.78 

.81 

.8E 

.91 

Common Stock 29,340,537 common shs. 
as of 2123107 

MARKET CAP: $1.0 billion (Mid Cap) 
CURRENT POSITION 2004 2005 12/31/06 

iO.09); '05, ($0.02): '06, ($0.02). Exd. late Dec. m Div. reinvest. plan avail. (2% disc.). 
(C) Ind. regulatory assets ($197.0 mill.): at 
12/31/06. $6.72 Der shr. 

due to acct'g change: '93. $0.04; '01, 
Next eos. reaori due earlv Mav. 

10.6 4.9 7.9 
(/MILL) 

Cash Assets 
273.3 352.6 363.8 Other 

Current Assets 283.9 357.5 371.7 
Accts Payable 118.8 179.0 101.6 
Debt Due 97.6 149.7 197.0 

68.9 74.4 124.2 Other 
Current Liab. 285.3 403.1 422.8 

--- 

--- 

Company's Financial Strength B++ 
Stock's Price Stability 100 
Price Growth Persistence 95 

40 
30 
25 
20 
15 

10 
7.5 

.. .. ~~ ~~ 

1.60 1.44 1.84 1.95 1.90 2.12 2.24 2.44 2.51 3.39 3.65 3.85 "CashFlowpersh 4.30 
.86 .64 1.01 1.08 1.15 1.22 1.37 1.58 1.71 2.46 2.70 2.90EarningspershA 3.30 
.72 .72 .72 .73 .74 .75 .78 .82 .86 .92 .98 1.05 Div'ds Decl'd per sh 1.20 

2.30 3.06 2.19 221 2.82 3.47 2.36 2.67 3.21 2.52 2.70 3.M) Cap'l Spending per sh 3.40 
6.43 6.23 6.74 7.25 7.81 I 9.67 11.26 12.41 13.50 15.12 16.05 I 16.65 BookValuepersh 18.55 

21.54 21.56 22.30 23.00 23.72 1 24.41 26.46 27.76 28.98 29.30 29.60 I 30.00 CommonShs Outst'g D 31.00 
13.8 21.2 13.3 13.0 13.6 I 13.5 13.3 14.1 16.6 14.9 BddfigGresare Avg Ann'l P!E Ratio 14.0 
.80 I 1.10 I .76 I .85 I .70 I 74 1 .76 I .74 I .88 I .81 I Ypluelune lRelativePIERatio I .95 

I I I I I I I I I , I I I 

BUSINESS South Jersey Industries, inc. is a holding company. Its 
subsidiary, South Jersey Gas Co., distributes natural gas to 
330,049 customers in New Jersey's southern counties, which 
covers 2,500 square miles and includes Atlantic City. Gas revenue 
mix '06: residential, 43%; commercial. 24%; cogeneration and elec- 
tric oeneration 3 %  Industrial. 30%. Non-utilitv ooerations indude: 

South Jersey Energy, South Jersey Resources Group, Marina En- 
ergy, and South Jersey Energy Service Plus. Has 611 employees. 
Off./dir. cntrl. 1.5% of com. shares; Dimensional Fund Advisors, 
7.9%; Barclays, 5.3% (3106 proxy). Chnnn. 8 CEO: Edward Gra- 
ham. Incorp.: NJ. Address: 1 South Jersey Plaza, Folsom, NJ 
08037. Tei.: 609561-9000. Internet: www.siindustries.com. 

______~ 

South Jersey Industries has restated 
its earnings. In February, the company 
determined that its documentation of cer- 
tain hedge transactions did not contain the 
specificity required by FASB 133. There- 
fore, the hedges did not qualify for hedge 
accounting treatment. As a result, SJI 
restated its financial statements for 2004, 
2005, and the first three quarters of 2006. 
We have adjusted our 2006 figures accord- 
ingly. In keeping with Value Line conven- 
tion, we have not restated figures from 
previous years. 
The company's earnings per share ad- 
vanced significantly in 2006. The Con- 
servation Incentive Program (discussed be- 
low) boosted net income by $4.6 million. 
The Wholesale Commodity Marketing 
business reported impressive bottom-line 
growth, as  volatility in natural gas prices 
and increased storage capacity created 
lucrative opportunities. Pension and other 
postretirement benefit costs declined. 
Strong performance will probably contin- 
ue, although mark-to-market accounting 
will make earnings more volatile. 
The company has implemented its 
Conservation Incentive Program. This 

initiative allows South Jersey Gas to pro- 
mote energy conservation, while insulating 
the company from the negative impact of 
reduced customer usage (as a result of 
warmer weather, higher prices, or more ef- 
ficient heating equipment). 
Several projects at Marina Energy 
may benefit SJI in the coming years. 
Marina develops, owns, and operates on- 
site energy plants, which provide income 
streams as part of long-term contracts. It 
brought three projects on line during the 
second half of 2006. In addition, Marina 
has three projects scheduled to commence 
operations by early 2008. 
The board of directors has increased 
the dividend by 9%. The board raised 
the quarterly payout from $0.225 a share 
to $0.245. SJI has increased its dividend 
at  a solid clip in recent years and will 
probably continue to do so. 
This stock is ranked to pace the 
broader market for the year ahead. A t  
the current quotation, the yield is low (by 
utility standards), although the issue does 
have worthwhile total-return potential for 
the pull to late decade. 
Michael E Napoli March IS, ZOO; 
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rota1 Debt $1413 9 mill Due in 5 Yrs $270 0 mill 
.T Debt $1386 4 mill 
Total interest coverage 2 4x) 

'ension Assets-12/06 $413 5 mill 

Vd Stock None 

Zommon Stock 41,997,015 shs 
i s  of 2/15/07 

LT Interest $98 0 mill 

Oblig. $534 9 mill 

A) Ind. income for PriMerit Bank on the equity (116); '06.7p. Ind. asset writedown: '93, 446. 
#asis through 1994. (E) Based on avg. shares Exd. loss from disc. ops.: '95,756. Next egs. 
lutstand. thN. '96, then diluted. Excl. nonrec. report due early May. (C) Dividends historically rounding. 

gains (losses): '93, E$; '97, 166; '02, (lo$); '05, paid early March, June, September, December. 

Div'd reinvest. plan avail. (D) In miliions. 
(E) Quarterly figures may not sum due to 

Company's Financial Strength B 
Stock's Price Stability 95 
Price Growth Persistence 
Earnings Predictability 

65 
65 



Pension Assets9106 $699 9 mill 

Preferred Stock $28.2 mill. Pfd Div’d $1 3 mdl. 

Common Stock49,141,163 shs 

Oblig. $6974 mill 
41 1% 403% 41.5% 43 1% 41.7% 45.7% 43.8% 40.9% 39.5% 38.5% 39.Ph 38.8% Long-TennDebt Ratio 36.0% 
562% 57 1% 56 1% 54 8% 56 3% 524% 54.3% 572% 58.6% 61.5% 61.0% 61.5% Common Equity Ratio 64.0% 

. 1049 0 1064 8 1218 5 12992 1400.8 1462 5 1454 9 1443 6 1478.1 1497 8 1560 1615 Total Capital ($mill) 1720 

9.3% 8.0% 7 1% 7 9% 7 9% 5.3% 9.1% 82% 8 5% 7.7% 7.5% 7.5% Return onTotal Cap’l 7.5% 
1217 1 13195 14027 14603 1519.7 1606.8 18749 19156 1969.7 2068 2170 2280 NetPlant($mill) 2640 

MARKET CAP: $1.5 billion (Mid Cap) 
CURRENTPOSITION 2005 2006 12131106 

Cash Assets 4.8 4.4 12.2 
Other 556.9 476.2 798.8 
CUmnt Assets 481.0 561.3 811.0 

Payable 204.9 208.5 313.1 
Debt Due l:A:: ::!:: ;:::: 

411,4 560,8 805,2 
Other 
Current Liab. 
Fix. Chg. Cov. 460% 450% 450% 
ANNUALRATES Past Past Est‘dW’06 
ofchange(persh) 1oYm. SYn. to’1&’12 
Revenues 
aaCashFlow9s ’:;$ j;iz 
Earnings 4.5% 6.0% 1.0% 
Dividends 1.5% 1.5% 1.5% 

4.0x 3.0% 3.0% Book Value 

Fiscal QUARTERLY REVENUES [S mill.)A Full gi:L Dec.31 Yar.31 Jun.30 Sep.30 
2004 585.3 862.2 356.9 285.2 2089% 
2005 623.4 929.8 349.0 284.1 2186.3 
2006 902.9 1064.5 346.9 323.6 2637.9 
2007 732.9 1095 440 417.1 2685 

970 lo40 390 375 2775 
Fiscal EARNINGS PERSHAREAB Full 
Year Ends Dec.31 Mar.31 Jun.30 SeP.30 %? 
2004 .81 1.62 d.08 d.37 1.98 

($MILL.) 

--- 

13.3% 10.8% 9.7% 11.4% 11.0% 7.0% 13.7% 11.5% 11.7% 10.3% 1O.W 10.5% ReturnonShr.Equity 10.0% 
13.7% 11.1% 9.9% 11.7% 11.2% 7.2% 14.0% 11.7% 12.0% 10.2% 10.5% 10.7% ReturnonComEquity 10.5% 
5.1% 2.5% 1.8% 3.7% 3.8% NMF 6.2% 4.1% 4.6% 3.1% 3.2% 3.5% RetainedtoCom Eq 4.0% 
63% 78% 82% 69% 67% 112% 56% 65% 62% 70% 68% 67% AllDiv’dstoNetProf 65% 

BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas vides energy related products in the D.C. metro area: Wash. Gas 
Light, a natural gas distributor in Washington, D.C. and adjacent Energy Sys. designdinstalls comm’l heating, ventilating, and air 
areas of VA and MD to resident’l and comm’l users (1,031,916 cond. systems. American Century Inv. own 9.6% of common stock; 
meters). Hampshire Gas, a federally regulated sub., operates an Dff.1dir. less than 1% (1107 proxy). Chmn. 8 CEO: J.H. DeGraffen- 
underground gas-storage facility in WV. Non-regulated subs.: reidt. Inc.: D.C. and VA. Addr.: I100 H St., N.W., Washinglon. D.C. 
Wash. Gas Energy Svcs. sells and delivers natural gas and pro- 20080. Tel.: 202-624-6410. Internet: www.wglholdings.com. 

WGL Holdings, Inc.’s consolidated op- 
erating revenues were down 2% to 
$733 million for the first three months 
of fiscal 2007. The biggest declines were 
in the regulated utility segment, where 
gas delivery revenues were down 30% due 
to warm weather and customer conserva- 
tion. In addition the nonutility operation 
HVAC segment was down 60% owning to 
the completion of large projects for its cus- 
tomers at the end of fiscal 2006 that have 
not yet been replaced in the segment’s rev- 
enue stream. The regulated utility seg- 
ment is WGLS core business; it  represents 
91% of the holding company’s total assets. 
Even so, corporate income increased 2% to 
$45.1 million thanks to a 20% decrease in 

distribution system. The project is expect- 
ed to be completed by December, 2007 at  
an estimated cost of $144 million. This 
project is necessary to provide safe and 
reliable utility service. It is anticipated 
that these costs will be recognized in the 
rate-making process. Washington Gas’ fi- 
nancial condition, results of operations, 
and cash flows will, of course, be affected 
by the Public Service Commission of 
Marylands rate-making judgment. 
WGL Holdings expects to benefit from 
robust economic growth in its service 
area. The DC market is one of the most 
prosperous in the United States. New cus- 
tomers have been added at an average of 
20.000 per year for the last few years. And 
attention will be focused on residential 
customer conversions to natural gas from 
other forms of energy. 
These shares are trading within our 
Target Price Range, and we see negli- 
gible price appreciation for the 3- to 
5-years ahead. The stock stands out for 
its yield, however, which is one of the 
highest among the gas distribution compa- 
nies. Moreover, finances are strong. 
Enzo DiCostanzo March 16, 2007 

2005 
2006 
2007 

Gal. 
endar 
2003 
2004 
2005 
2006 
2007 

.88 1.63 d.17 d.23 2.11 operating expenses. 

.93 1.17 d.01 d.15 1.94 Washington Gas is continuing to ad- 

.92 1.20 d.01 d.15 1.96 dress the natural gas leaks in its dis- 

.95 d.O1 2&5 tribution system in Maryland. Gas 
QUARTERLYDIVIDENDSPAIDC. Full used in the system from a liquefied natu- 

ral gas terminal has a lower concentration 
.32 ,325 ,325 ,325 1.30 of heavy hydrocarbons, that, when intro- 
,325 ,333 ,333 ,333 1.32 duced into the overall distribution system, 
.33 .33 ,333 ,333 1.33 can cause the seals in the pipe couplings to  
,333 ,333 ,338 ,338 1.34 leak. These gas service lines and couplings 
.34 are being redaced and rehabilitated in the 

Mar.31 Jun.30 Sep.30 Dec.31 Year 

A) Fiscal years end Sept. 30th. report due late April. (C) Dividends historically 
B) Based on diluted shares. Exdudes now paid early February, May, August, and Novem- 
ecurring losses: ‘01, (136); ‘02, (34$); discon- ber. Dividend reinvestment plan available. 
inued operations: ‘06, (l5$). Next earnings (D) Includes deferred charges and intangibles. 

‘05: $150.0 million, $3.OB/sh. Company’s Financial Strength A 
(E) In millions, adjusted for stock split. Stock’s Price Stability 100 

Price Growth Persistence 70 
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$ I59,602,000, is equity financed. This means that the owners of Pipeline 
U S.A. used their own funds toJinance this portion of their investment. 

* Pipeline U S.A. issues its own debt which is not guaranteed by its parent, 
has its own bond rating and its capital structure is comparable to other 
equity capitalizations approved by the Commission. Therefore, Pipeline 
US.A. meets the Commission's criteria for using its own capital structure for 
retting its rates. 

Cost of Debt: This refers to the cost of long term debt incurred by the 
pipeline to construct or expand the pipeline. For ongoing pipelines that 
have been issuing debt, we use the actual imbedded cost of debt in the 
capital structure. The actual imbedded cost of debt is the weighted 
average of all the debt issued and the cost at which the debt was issued. 
For new pipelines that have indicated that they would issue debt to 
finance their investment, but have not yet actually issued the debt, we 
compute the cost of debt based on a projection, or recent historical debt 
cost such as historical average Baa utility bonds (Moody's Bond 
Survey), which is the most prevalent rating for utilities. We also use 
Moody's to compute the cost of debt if we decide use of a hypothetical 
capital structure is appropriate. 

A-S, column 3, shows the cost of debt of Pipeline U.S.A. of 8.25%. The cost 
of debt represents a return to Pipeline U.S.A. 's bondholders. The debt return 
dollars appearing in Column 5 represents the cost to Pipeline U.S.A. to pay 
the interest on the debt to its bondholders. This debt return, or interest on 
debt, of $30,723,000 as shown in column (5) is included in the Return 
component of the cost-of-service. 

Return on Equity or Cost of Equity: This is the pipeline's actual 
profit, or return on its investment. The return on equity is derived from 
a range of equity returns developed using a Discounted Cash Flow 
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(DCF) analysis of a proxy group of publicly held natural gas 
companies. The Commission currently uses a two-stage Discounted 
Cash Flow (DCF) methodology. The two-stage method projects 
different rates of growth in projected dividend cash flows for each of 
the two stages, one stage reflecting short term growth estimates and the 
other long term growth estimates. These estimates are then weighted, 
two-thirds for the short-term growth projection and one-third on the 
long-term growth, and utilized in determining a range of reasonable 
equity returns. Two-thirds is used for the short-term growth rate on the 
theory that short-term growth rates are more predictable, and thus 
deserve a higher weighting than long term growth rate projections. An 
equity return is then selected within this zone based on an analysis of 
the company's risk. It is assumed, that most pipelines face risks that 
would place them in the middle of the zone of reasonableness. 
However, a case could be made depending on the facts of the specific 
pipeline that the return on equity should be outside the zone. As an 
example, a pipeline with a high debt capitalization ratio is usually 
considered more risky and thus, a higher return on equity would be 
expected. 

We have determined that a reasonable return on equity for Pipeline USA. is 
24.00%. This return was at the high end of our range of equity returns 
because Pipeline USA.  is a relatively new pipeline company with a high 
debt capitalization ratio. The equity portion of the return permitted to be 
collected in rates is $22,344,000 shown in column (5) of A-8. 

Pretax Return. Pretax return is the amount earned by a pipeline before 
income taxes and debt interest payments. Pretax return is often calculated for 
pipelines and used to further settlement negotiations. Using a pretax return 
figure can avoid the lengthy discussions and debates that surround the issues 
of capitalization ratios and ROE calculations and analyses. Use of a pretax 
return reduces these issues down to one number, a pretax percentage that can 
easily be compared to other pipeline's pretax returns. The pretax return figure 
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Dear Fellow Shareholder, 

In many ways, UniSource Energy Corporation is focused on a single, powerful concept: 
generation. 

Utilities use that term to describe power production -the transformation of coal, natural gas, 
sunlight and other resources into the electricity that powers our modern lives But generation 
means much more than power to UniSource Energy 

Our growing utility business generates positive returns for shareholders as it provides safe, 
reliable energy for customers Our infusion of capital into Tucson Electric Power (TEP) and 
UniSource Energy Services (UES) in 2005 generated confidence in our financial standing, 
including a two-notch upgrade of TEP's credit rating from Moody's Investors Service. Our pro- 
posal to extend TEPs current rate agreement through 2010 would generate a level of price 
stability virtually unprecedented in today's volatile energy market. And our award-winning 
employee volunteer program continues to generate goodwill in the communities we serve 

In 2006, our commitment to generation will be apparent in its most literal sense. By year's 
end, we will have added two new plants to TEPs energy generating operations. The new units 
will complement the expanding operations of TEP and UES, which now combine to serve 
approximately 61 3,000 customers across Arizona. 

These new facilities have been years in the making, and their completion will mark a historic 
expansion of our company's generating operations. But as our progress in other areas makes 
clear, UniSource Energy isn't just producing power - we're generating success. 

Construction of a third unit a t  TEP's coal-fired Springerville Generating Station (SGS) remains 
on track with an accelerated timeline that calls for the 400-megawatt (MW) unit to be brought 
online during the third quarter of 2006. Crews working under the direction of project contrac- 
tor Bechtel have made steady progress without sacrificing quality or safety. Through the end 
of 2005, workers had logged more than three million hours on the project without a single lost- 
time accident. 

TEP will operate Unit 3. It also will purchase up to 100 M W  of the unit's capacity for up to five 
years from Tri-State Generation and Transmission Association, a wholesale power cooperative 
that will lease the completed unit from a financial owner and control its output. In this way, 
we can capitalize on the expertise we've developed during two decades of power production 
at SGS while spreading the fixed costs of existing common facilities across an additional unit. 

Phoenix-based Salt River Project (SRP), which will purchase 100 MW of Unit 3's output, also 
holds the right to build a fourth unit at  SGS - a 400-MW generator that would be owned by SRP 
and operated by TEP. SRP has sought more time to evaluate its need for the unit's output. 

While Unit 3 is still months away from Completion, the expansion of SGS already has deliv- 
ered significant benefits to TEE As part of the project, Tri-State funded environmental improve- 
ments to Units 1 and 2 to ensure that the total regulated emissions from all four planned units 
will be significantly lower than previous emissions from the two existing 380-MW units. 



While the effects of those improvements are difficult to detect with the naked eye, they've 
had a noticeable impact on our bottom line. The reduction in sulfur dioxide (SO4 output left 
TEP with a surplus of emissions allowances at a time when the price of this traded commod- 
ity was rising. The sale of SO2 allowances contributed a $13 million pretax gain to TEPs results 
in 2005, and we're anticipating additional sales in 2006 and beyond. 

The new gas-fired Luna Energy Facility, meanwhile, has been built from the ground up with 
state-of-the-art emissions controls and a combined cycle design that ensures it will serve as a 
clean, efficient source of power for decades to come. 

TEP will share ownership of the facility with Phelps Dodge Energy Services and PNM, an 
Albuquerque-based utility. PNM will oversee operations of the plant, which is located two 
miles north of Deming in southern New Mexico. TEP and its partners each hold a onethird 
stake in the 570-MW facility and will split its output three ways. 

Duke Energy had begun construction of the facility in October 2001, but it suspended work 
about a year later after investing $275 million in the project. TEF', Phelps Dodge and PNM 
bought the unfinished plant in November 2004 for $40 million. TEP invested about $50 million 
of internally generated cash toward the purchase and completion of the facility. 

The power TEP will receive from both Luna and SGS 3 will expand our wholesale sales oppor- 
tunities while ensuring our ability to meet the growing needs of our retail customers. Electric 
usage by TEP customers peaked at 2,225 MW in the summer of 2005, a nearly 7 percent 
increase over the previous year's peak. Usage should continue to rise along with Tucson's pop- 
ulation. TEP's customer base is growing between 2 and 3 percent each year, well ahead of 
the nation's 1 percent annual population growth rate. 

TEP has served this growth without sacrificing reliability or customer service. Our ability to 
minimize outages and to restore service promptly when interruptions do occur ranked well 
ahead of recent regional averages in 2005. Meanwhile, TEP once again finished among the 
leaders in customer satisfaction for western electric utilities last year, according to J.D. Power 
and Associates' 2005 Electric Utility Residential Customer Satisfaction Study. 

Growth also is a defining characteristic of UniSource Energy Services, which serves some of 
Arizona's fastest growing communities. UES' gas utility, which operates in northern Arizona as 
well as Santa Cruz County on the U.S.-Mexico border, enjoyed greater than 4 percent cus- 
tomer growth last year. The customer base for the company's electric operations in Santa Cruz 
and Mohave Counties grew nearly 5 percent in 2005. 

To help TEP and UES manage these dramatic growth levels, we completed a financial restruc- 
turing in 2005 that bolstered the stability of both utilities. Taking advantage of favorable finan- 
cial markets, UniSource Energy issued $240 million in debt and used the proceeds, along with 
internal cash, to retire $320 million of debt obligations at TEP while contributing $20 million to 
UNS Electric and UNS Gas, the operating subsidiaries of UES. The transactions significantly 
improved the equity position of TEP while providing additional resources to help UES fund its 
growing needs. 



While skyrocketing natural gas prices and other cost increases have put upward pressure on 
utility expenses, retail customers of both TEP and UES enjoy the stability and predictability that 
come from long-term rate freezes. The base rates for UES service are frozen through at  least 
August 2007, while TEP's rates are capped through the end of 2008. 

Rising operational costs and increasing capital investments will compel us to file requests later 
this year for increased UES gas and electric rates that would take effect after the current rate 
freeze expires. In the meantime, we've asked the Arizona Corporation Commission (ACC) 
to update the formula used to calculate how wholesale gas costs are passed along to UNS 
Gas customers. At times, the current formula hasn't kept up with dramatic price increases, 
delaying recovery of our gas purchase costs. 

For TEP, though, we're looking to extend the period of rate stability for customers for another 
two years. We've asked the ACC to maintain TEP's current rates through 201 0 with the addi- 
tion of an energy cost provision that would take effect in 2009. This new mechanism would 
help account for changes in market power costs since the settlement agreement establishing 
TEP's current rates was signed in 1999. This proposed extension was designed to provide TEP 
with some protection from market volatility while sparing customers from dramatic cost 
increases that could result from the initiation of market pricing contemplated under that 
settlement agreement. 

The extended cap on TEP's rates has not prevented our Board of Directors from rewarding 
shareholders with rising dividend payments. Earlier this year, the Board voted to increase 
the quarterly payments to $0.21 per share, the sixth annual increase since the dividend was 
established at $.08 per share in 2000. 

The Board's vote of confidence is particularly meaningful in light of our disappointing financial 
performance in 2005. UniSource Energy's year-end earnings of $46.1 million, or $1.33 per 
basic share of common stock, reflect the heavy toll of an extended shutdown of SGS Unit 2 
and other plant outages. The unplanned outage struck SGS Unit 2 in August, when customer 
demand was high and energy prices were boosted by the impact of Gulf Coast hurricane activ- 
ity. The outage contributed to an 82 percent increase in TEP's purchased power expense in 
2005, offsetting our utility revenue growth and the benefits of our financial restructuring. 

As a result, we did not achieve my 2005 earnings goal of $1.50 to $1.75 per share. And while 
the $276 million in operating cash produced by UniSource Energy was strong by most meas- 
ures, it fell short of my $300 million goal for the year. Despite this shortfall, we internally 
funded our entire capital expenditure requirements of $203 million, including the Luna Energy 
Facility project. 

I was further disappointed by increased losses at Millennium Energy Holdings, which contains 
UniSource Energy's unregulated investments. The increase was almost entirely due to higher 
costs at Global Solar Energy, a company that develops thin-film photovoltaic material. We have 
agreed to sell Global Solar in a transaction that would allow us to repurchase between 5 and 
10 percent of the company for a nominal fee, giving us an opportunity to capitalize on its future 
success. The sale is consistent with our strategy of scaling back Millennium's involvement in 
actively managed investments to focus on UniSource Energy's core utility operations. 



That focus will continue to include a strong emphasis on community service. Employees at 
both TEP and UES joined their friends and families in contributing nearly 39,000 hours of their 
own time to charitable activities in 2005. We've also asked our employees to provide direction 
for UniSource Energy's corporate giving program, rewarding their efforts with critical support 
for the causes most important to them. This strategy, which continues to attract significant 
national acclaim, has served to strengthen the bonds between our employees and the 
communities we serve together. 

Our bond with some of TEP's most critical employees was solidified earlier this year when 
the International Brotherhood of Electrical Workers Local 11 16 ratified a comprehensive three- 
year labor agreement. The agreement, which will remain in effect through January 2009, 
provides a balanced wage and benefit package that serves the long-term interests of both the 
company and our employees. 

With a committed work force, a solid financial base and expanding utility operations, 
UniSource Energy is in a strong position to produce improving results in 2006 and beyond. In 
addition to the completion of SGS 3 and the Luna Energy Facility, my goals for this year include 
improved availability from our existing generating units, particularly during the critical summer 
months. We'll also press for resolution of the disagreement over the basis of TEP's future 
rates while addressing the need to increase the rates charged by UNS Gas and UNS Electric. 

Other goals include the successful implementation of a new billing system that will improve 
customer service and streamline the operations of TEP, UNS Gas and UNS Electric. The 
upgrade, which replaces three separate older systems, is a highlight of our ongoing campaign 
to improve our business processes - an effort that will receive even greater emphasis this 
year. The success of these measures and the continued growth of our utility businesses 
should help us achieve year-end earnings between $1.65 and $2.05 per share for 2006. 

I would like to thank you, my fellow shareholders, for your continued faith in UniSource Energy. 
I would also like to thank our employees, who have pursued our goals with admirable resolve. 
Together, we've invested in our future and followed a course that leaves us poised to capital- 
ize on growth instead of falling victim to it. Such strategic planning is key for regulated utilities 
because we operate in a unique environment; unlike other companies, we provide a product 
far more valuable than the price our customers pay. In so doing, we create significant benefits 
for customers at the same time we're producing value for our shareholders. In 2006 and 
beyond, UniSource Energy will remain committed to generating success on both these fronts. 

Your fellow shareholder, 

James S. Pignatelli 
Chairman, President and CEO 
UniSource Energy Corporation 
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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name for the record. 

My name is Rodney Lane Moore. 

Have you previously filed testimony regarding this docket? 

Yes, I have. I filed direct testimony in this docket on February 9, 2007. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address the Company’s rebuttal comments 

pertaining to adjustments I sponsored in my direct testimony. 

SUMMARY OF ADJUSTMENTS 

Q. What areas will you address in your surrebuttal testimony? 

A. My surrebuttal testimony will address the following RUCO proposed 

adjustments: 

Rate Base: 

Adjustment No. 1 - Pre-Acquisition Plant And Accumulated 

Depreciation 

Adjustment No. 2 - Test-Year Accumulated Depreciation 

Operating Income: 

Adjustment No. 2 - Incentive Compensation 

Adjustment No. 3 - Test-Year Depreciation Expense 

Adjustment No. 4 - Postage Expense 

Adjustment No. 5 - Customer Service Cost Allocation 

Adjustment No. 6 - Unnecessary Expenses 

Adjustment No. 7 - Property Tax Computation 

2 
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Adjustment No. 8 - Rate Case Expense 

Adjustment No. 10 - Non-Recurring/Atypical Expenses 

Adjustment No. I 1  - SERP 

Adjustment No. 22 - Income Tax Calculation 

T support the adjustments in my surrebuttal testimony, I have revis d 

specific direct testimony Schedules and prepared Surrebuttal Schedules 

numbered SURR RLM-1, SURR RLM-2, SURR RLM-3, SURR RLM-6, 

SURR RLM-7, SURR RLM-9, and SURR RLM-14 through SURR RLM-17, 

which are filed concurrently in my surrebuttal testimony. 

These Schedules quantify the adjustments recommended in RUCO’s 

surrebuttal testimonies and consist of revisions to: 

I. Allowance For Working Capital to reflect changes in the operating 

expenses associated with the surrebuttal adjustments; 

Postage Expense to reflect computations based on the Company’s 

rebuttal testimony; 

2. 

3. Legal Expenses to reflect calculation error identified by the 

Company; 

Income Tax Expense to reflect changes in the operating expenses 

associated with the surrebuttal adjustments; 

Rate Design, Proof of Recommended Revenue and Typical Bill 

Analysis to reflect changes in the operating expenses associated 

with the surrebuttal adjustments; and 

4. 

5. 
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6. Cost of Capital to reflect current market conditions. 

U T E  BASE 

3. 

4. 

RUCO Rate Base Adjustment No. 1 - Remove Unsubstantiated Pre- 

Acquisition Gross Plant and Adiust Understated Accumulated 

Depreciation 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment to remove unsubstantiated pre-acquisition gross plant and 

adjust understated accumulated depreciation? 

No. RUCO has empathy for the Company’s dilemma to provide adequate 

documentation to substantiate all the perceived plant assets theoretically 

incorporated as an integral component of the acquisition price. Any of the 

remaining records from Citizens’ are notoriously inadequate for a 

determination of the actual value of the pre-acquisition gross plant and 

accumulated depreciation. It is commonly accepted by those who have 

attempted (in past proceedings and in the instant case) to establish an 

accurate rate base for ratemaking purposes from Citizens’ records that 

these records are inaccurate. Therefore, RUCO was supportive of the 

Company’s predicament and accepted Citizens’ gas assets identified by 

UNS. However, RUCO believes since the Company is requesting 

recognition of an adjusted rate base that UNS still has the burden of proof 

to provide reasonable documentation to substantiate the value of these 

adjustments to rate base. It is contrary to established rate making 

4 
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principles, detrimental to ratepayers, and normally not approved by the 

Commission to automatically assume that where there is a lack of 

adequate records to substantiate plant additions, the inclusion of these 

unsubstantiated plant assets are routinely accepted into rate base. RUCO 

believes it is disingenuous of the Company to request UNS’s adjusted 

level of the prior test-year rate base receive ACC approval even though 

there is a lack of evidence all these plant assets exist. 

Q. 

A. 

Does the fact UNS fulfilled the FERC accounting requirements associated 

with the acquisition of Citizens’ assets change RUCO’s position on this 

adjustment to remove unsubstantiated pre-acquisition gross plant and 

adjust understated accumulated depreciation? 

No. The Company’s “clean” audit simply represents the accurate 

recording of the value of the gross plant in service was $248,032,644 as of 

August 11, 2003 (UNS’ acquisition date), which is the level of gross plant 

UNS believes it purchased from Citizens and also the same amount 

requested as a component of the rate base in the instant case. However, 

for rate making purposes the Commission stipulated in the Settlement 

Agreement of the prior rate case the value of the test-year gross plant in 

service was $219,383,559 as of December 31, 2001. The difference 

between the value of the Commission approved test-year gross plant in 

the prior rate case and the Company’s requested amount in the instant 

case is $28,649,085. Both RUCO and the Company are in agreement 
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with this value. Regardless of the FERC approval of the Company’s 

appropriate recording of this plant balance, UNS was unable to provide 

any documentation for the existence of plant assets worth $3,133,264 of 

the $28,649,085 requested. Therefore, as clearly outlined in my direct 

testimony RUCO removed $3,133,264 in gross plant and correspondingly 

increased the level of accumulated depreciation by $3,857,413 for a total 

reduction in the rate base of $6,990,677. 

Q. 

A. 

Q. 

A. 

RUCO Rate Base Adjustment No. 2 - Reduce Test-Year Accumulated 

Depreciation 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment to the test-year accumulated depreciation? 

No. The Company continues to maintain in its rebuttal testimony that the 

depreciation rates that were proposed in Docket No. G-l032A-02-0598 

are Commission authorized depreciation rates. 

Did Decision No. 66028 authorize a change in depreciation rates for UNS 

Gas? 

No. Please refer to RUCO witness Ms. Marylee Diaz Cortez surrebuttal 

testimony’s discussion of Citizens Acquisition Adjustment in which RUCO 

clearly explains the Commission did not approve the depreciation rates 

proposed in Docket No. G-I 032A-02-0598. 

6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Surrebuttal Testimony of Rodney L. Moore 
JNS Gas Corporation 
locket No, 6-04204A-06-0463 

Accordingly, my proposed adjustment to the test-year accumulated 

depreciation is correct and appropriate. 

3PERATING INCOME 

3. 

4. 

Operatinq Income Adiustment No. 2 - Incentive Compensation 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment on incentive compensation? 

No, for the same reasons as outlined in my direct testimony, the Company 

has failed to justify why the ratepayers should be burdened with the 

additional costs of an incentive program that provides no direct ratepayer 

benefit. 

RUCO’s reasons for denying the pass through to the ratepayers of the 

costs associated with the 2005 Special Recognition Award are: 

1. Despite the considerable effort the Company takes in rebuttal to 

explain the ultimate benefits of its Performance Enhancement Plan 

(“PEP”), in reality Unisource Energy did not meet its 2005 financial 

performance goal and therefore the PEP program was not initiated 

in the test year; 

2. RUCO is very reluctant to abandon the Historical Test-Year 

principle that avoids mismatches in the ratemaking elements. 

Therefore, RUCO dismisses the Company’s proposal to average 

the 2005 Special Recognition Award and the 2004 PEP program; 

7 
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3. The Company promotes the PEP program as a valuable 

management tool to promote additional cost savings and motivate 

individual employees and encourage groups of employees to work 

together to impact specific goals. However, over 60 percent of the 

workforce do not even participate in this program; and 

4. The Company also touts the PEP program as an employee 

program that reduces costs, promotes safety, increases customer 

service and increases the financial soundness of the Company. 

However, even if these efforts had been successful enough in 2005 

to trigger the PEP program, 60 percent of employees sufficiently 

motivated to impact the actualization of these corporate goals 

received no compensation from the PEP program or any other 

arbitrary special award. 

If the Company is reasonably confident it can attain its financial 

performance goal, operational cost containment target and customer 

service objectives despite the fact that the incentive compensation 

program incents less than half the workforce, the necessity to embed such 

expenditures in rates is highly suspect. 
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2.  

4. 

2. 

4. 

Operating Income Adiustment No. 3 - Depreciation Expenses 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment to test-year depreciation expenses? 

No, the level of RUCO’s recommended test-year depreciation expenses is 

directly related to RUCO’s recommended value of test-year gross plant in 

service. RUCO’s recommended value of test-year gross plant in service 

was discussed previously in Rate Base Adjustment No. 1. 

Operatinq Income Adiustment No. 4 - Postage Expense 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment to postage expenses? 

Yes, after reviewing Company witness Mr. Dukes’ rebuttal testimony, 

RUCO accepts the level of test-year book postage expense as $445,171, 

and has corrected its calculation to reflect this amount. However, RUCO 

maintains it strict adherence to the historical test-year principle and 

disagrees with the Company’s proposed proforma adjustment, which 

averages the 2004 and 2005 postage expenses. 

As shown on Schedule SURR-RLM-9, RUCO’s revised calculation 

decreases adjusted test-year expenses by $51,851. 

9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Surrebuttal Testimony of Rodney L. Moore 
UNS Gas Corporation 
Docket No, 6-04204A-06-0463 

Q. 

A. 

Operatinq Income Adiustment No. 5 - Customer Service Cost Allocations 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment to the corporate allocated costs for the customer service call 

centers? 

No. The Company takes considerable effort in rebuttal to explain the 

perceived improvements in customer service attributable to this 432 

percent increase in the costs associated with the direct interaction with its 

customers. However in reality, there is compelling evidence that the 

customer-base has become very dissatisfied with the Company’s 

transition to a consolidated call center. Therefore, RUCO maintains that 

with such an increase in the level of customer frustration related to 

Unisource Energy’s decision to integrate similar job functions among its 

affiliates, the UNS ratepayers should not be burdened with this imprudent 

expenditure until such time as statistical information proves the costs 

provide a beneficial impact to UNS ratepayers. 

The increased level of customer dissatisfaction directly related to the 

consolidation of the TEP call centers is clearly evident in complaints filed 

at the Commission’s Consumer Services Section and through customer 

contacts with the Arizona Community Action Association (“ACAA”) as 

stated in the direct testimony of the ACAA witness Ms. Miquelle Scheier. 

10 
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Through discussion I discovered the Commission’s Customer Services 

Section recorded an escalation in consumer complaints directly 

attributable to the consolidation of UNS customer services. Prior to 

consolidation, in 2004 the Commission received 24 “quality of customer 

service” complaints out of a total of 178 complaints filed against UNS, or 

13 percent. In 2005, when the consolidation was initiated, “quality of 

customer service” complaints jumped to 65 out of a total of 263 complaints 

filed against UNS, or 25 percent. 

Continuing in 2006, the level of “quality of customer service” complaints 

filed remains high: 68 out of a total of 273 complaints filed against UNS, or 

25 percent. 

As referenced in ACAA testimony, the Company issued a pamphlet to 

justify the consolidation of the call centers and the corresponding closing 

of branch offices under the pretense of the Company’s need to realize 

cost savings. It is very difficult to rationalize the reduction in customer 

service levels by embedding nearly a million-dollars in rates under the 

guise of cost savings. 

11 
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2. 

4. 

Operating Income Adiustment No. 6 - Disallowance of Inappropriate 

and/or Unnecessary Expenses 

Has the Company accepted your adjustment to miscellaneous expenses? 

No. The Company takes considerable effort in rebuttal to establish a 

warm and fuzzy feeling to guarantee that all test-year operating 

expenditures identified by RUCO “are reviewed by immediate supervisors 

and numerous controls are in place to ensure they are valid charges” 

and/or “the expenses referred to were incurred while performing 

regulatory-mandated functions”. However, in reality the Company 

completely ignores the substance of RUCO’s adjustment. Aggregately, 

the Company inappropriately padded the historical test-year expenses 

with unnecessary purchases worth over $200,000. 

RUCO maintains certain categories of expenses should not be the 

financial burden of the ratepayers. For example: 

1. Liquor, Coffee, Water, Bagels, Donuts, Subs, etc. 

2. Flowers, Gift Certificates, Photographs, etc. 

3. Charitable/Community/Service Club Donations, etc. 

4. 

5. 

Recognition Events, Sports Events, Club Memberships, etc. 

Numerous purchases at Circle K, Walgreen, Wal-Mart, Basha’s, 

Fry’s, Safeway, etc. 

Nevertheless, the Company continues to maintain these items are 

appropriately charged to ratepayers. 

12 
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In consideration of the Company’s request for “RUCO to set a realistic 

materiality” to this adjustment, RUCO still questions the Company’s 

avoidance to address several major expenses identified in my direct 

testimony. 

For instance, the Company fails to acknowledge and/or explain the 

reasonableness and necessity of: 

1. $1,200.00 for two people to play in Flagstaffs 8‘h Annual Golf 

Tournament; 

$5,750.00 for an employee appreciation dinner in Prescott; 

$1,000.00 for Toys for Tots; 

$3,058.00 to the Flagstaff Chamber of Commerce, and 

$1,246 for a chartered air flight. 

2. 

3. 

4. 

5. 

The Company makes no attempt to mitigate this adjustment except to 

have the entire amount disregarded because “UNS Gas has established 

practices, policies, procedures and internal controls in place to assure that 

expenses recorded in the identified FERC accounts are materially correct, 

prudent and properly classified”. The Company has made no concession 

that maybe an errant invoice here or there slipped past its internal controls 

nor has it discussed a meaningful adjustment. The burden of proof is on 

the Company to substantiate the appropriateness of the journal entries 

identified. The Company’s mere avowal that the expenditures are prudent 

13 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

46 

17 

18 

19 

20 

21 

22 

23 

Surrebuttal Testimony of Rodney L. Moore 
UNS Gas Corporation 
Docket No, G-04204A-06-0463 

and necessary to provide gas service is not sufficient to satisfy that 

burden. 

Q. 

A. 

Q. 

A. 

Operatina Income Adiustment No. 7 - Propertv Tax 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment to test-year property tax expenses? 

No, the level of RUCO’s recommended test-year property tax expenses is 

directly related to RUCO’s recommended value of test-year gross plant in 

service and the revised Arizona Department of Revenue’s (“ADOR) 

assessment ratio. RUCO’s recommended value of test-year gross plant in 

service was discussed previously in Rate Base Adjustment No. 1. The 

ADOR assessment ratio recommended by RUCO is the effective rate 

through December 31, 2007 of 24 percent. Since the assessment ratio 

will continue to decline by one-half percent each year until it reaches 20 

percent on December 31, 2014 this is the appropriate ratio to reflect a fair 

and reasonable level of property tax expense based on the rate making 

elements authorized in this case. 

Operatinq Income Adjustment No. 8 - Rate Case Expense 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment to rate case expenses? 

No. The Company is suggesting the rate case expenses may reach 

nearly a million dollars. UNS is now requesting to amortize rate case 

14 
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expenses of $900,000. This is an unreasonable level of rate case 

expense, given that the entire requested rate increase is $9.6 million. 

Nearly ten percent of the requested increase is attributable to rate case 

expense. 

The Commission did consider the reasonableness of rate case expenses 

in a recent Arizona-American rate case by stating in Decision No. 67093, 

dated June 30, 2004 on page 20 starting on line 14: 

“In addition, we agree with RUCO that the Company chose 

the test year for the application, and we believe that 

ratepayers should not be made to bear the burden of the 

Company’s choices to incur unreasonable increases in 

expenses.’’ 

It is RUCO’s position that the Company’s request to burden the ratepayers 

with $900,000 in rate case expense is unreasonable and therefore RUCO 

is not revising this adjustment. 

Q. 

A. 

Operating Income Adiustment No. 10 - Non-Recurrinq/Atypical Expenses 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment to non-recurring/atypical expenses? 

No, I am confused by the Company witness Mr. Smith’s rebuttal 

testimony. Specifically, Mr. Smith’s response or actual lack of response to 

this adjustment does not reflect information conveyed during a telephone 

15 
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conversion we had during the discovery process. Mr. Smith and I 

discussed line by line the general ledger details provided by the Company 

in response to RUCO’s data request 4.01 designated as “Procard Details 

- Data Request RUCO 4.01”, pages 1 through 4. During that 

conversation I expressly asked for clarification of the entries noted as 

“M.A.R.C. Training (Union Training)”. Mr. Smith indicated this training was 

a one-time only instructional session to acquaint Company personnel with 

working in a unionized environment. Based on that conversation with Mr. 

Smith, I selectively excluded only expenses denoted “M.A.R.C. Training 

(Union Training)’’ from data provided. Therefore, I continue to recommend 

disallowance, as this is not a recurring or typical test-year expense and is 

not appropriate for inclusion as a rate case operating expense. 

a. 

A. 

Operating Income Adiustment No. I I - Supplemental Executive 

Retirement Plan 

After analyzing the Company’s rebuttal testimony, is RUCO revising its 

adjustment to the Supplemental Executive Retirement Plan (‘SERP”)? 

No, RUCO’s position is unchanged - the ratepayers should not be 

responsible to pay the cost of supplemental benefits to a small select 

group of high-ranking officers of the Company. However, RUCO did allow 

the cost of Company’s officers’ Deferred Compensation Plan (“DCP”) to 

be included in test-year expenses. 

16 
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The ratepayers are already burdened with the cost of adequately 

compensating this small select group of high-ranking officers for their work 

and who are provided with a wide array of benefits including a medical 

plan, dental plan, vision coverage, employee life insurance, supplemental 

life insurance, dependent life insurance, accidental death and 

dismemberment, business travel accident insurance, personal accident 

insurance, short and long term disability, health and dependent care 

spending accounts, pension, 401 (k), incentive pay, vacation pay, holiday 

pay and sick time. If the Company feels it is necessary to provide 

additional perks to a select group of employees it should do so at its own 

expense. 

It seems disingenuous in the present climate of spiraling utility costs to 

request that the ratepayers be burdened with the cost of this elite 

retirement plan for a select group of employees who are already receiving 

lucrative salaries and benefits. 

Q. 

A. 

Operatinq Income Adiustment No. 22 - Income Tax Expense 

Please explain RUCO’s adjustment to the income tax expense. 

This adjustment reflects income tax expenses calculated on RUCO’s 

surrebuttal recommended revenues and expenses. 
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RATE DESIGN AND PROOF OF RECOMMENDED REVENUE 

Q. Have you revised your direct testimony Schedule to present proof of your 

revised surrebuttal recommended revenue? 

Yes, I have. Proof that RUCO’s direct testimony recommended rate 

designs would produce the revised surrebuttal recommended required 

revenue as illustrated, is presented on Schedule SURR RLM-15. 

A. 

TYPICAL BILL ANALYSIS 

Q. Have you revised your direct testimony Schedule to present a typical bill 

analysis based on your surrebuttal recommended revenue? 

4. Yes, I have. A revised typical bill analysis for metered residential 

customers with various levels of usage is presented on Schedule SURR 

RLM-16. 

COST OF CAPITAL 

Q. 

4. 

Is RUCO revising its adjustments to the Company proposed cost of 

capital? 

Yes, it is. As shown on Schedule SURR RLM-17, this revised adjustment 

increases RUCO’s direct testimony weighted cost of capital by 28 basis 

points, which is still 58 basis points below the Company’s requested 

weighted cost of capital. This revised adjustment is fully explained in the 

surrebuttal testimony of RUCO witness Mr. Rigsby. 

18 
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Q. 

A. 

Does this conclude your surrebuttal testimony? 

Yes, it does. 
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SURREBUTTAL 
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NO. NO. TITLE 

SURR RLM-1 1 REVENUE REQUIREMENT 

SURR RLM-2 1 FAIR VALUE RATE BASE 

SURR RLM-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

SURRMDC-2 1 & 2  RATE BASE ADJUSTMENT NO. 6 - ALLOWANCE FOR WORKING CAPITAL 

SURR RLM-6 1 OPERATING INCOME 

SURR RLM-7 1 TO 6 SUMMARY OF OPERATING INCOME ADJUSTMENTS 

SURR RLM-9 1 OPERATING INCOME ADJUSTMENT NO. 4 - POSTAGE EXPENSE 

TESTIMONY, MDC 

SURR RLM-14 

OPERATING INCOME ADJUSTMENT NO. 20- LEGAL FEES 

OPERATING INCOME ADJUSTMENT NO. 22- INCOME TAX 

SURR RLM-15 1 RATE DESIGN AND PROOF OF RECOMMENDED REVENUE 

SURR RLM-16 1 TYPICAL BILL ANALYSIS 

SURR RLM-17 1 COST OF CAPITAL 
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UNS GAS CORPORATION 
TEST YEAR ENDED DECEMBER 31,2005 
REVISED RATE BASE ADJUSTMENT # 6 -WORKING CAPITAL 

SURREBUTTAL 

LINE 
- NO. DESCRIPTION AMOUNT 

1 MATERIALS & SUPPLIES PER UNS $2,039,798 
2 MATERIALS & SUPPLIES PER RUCO 2,039.798 
3 ADJUSTMENT 0 

4 PREPAYMENTS PER UNS 
5 PREPAYMENTS PER RUCO 
6 ADJUSTMENT 

195,942 
195,942 

0 

7 CASH WORKING CAPITAL PER UNS (3,280,886) 
8 CASH WORKING CAPITAL PER RUCO (2.1 14,771) 
9 ADJUSTMENT 1 ,I 66,115 

10 TOTAL ADJUSTMENT (See RLM-3, Column (G)) I $1,166,115 11 

DOCKET NO. 6-004204A-06-0463 
SCHEDULE SURR MDC-2 
PAGE 1 OF 2 

REFERENCE 

SCH. B-5. PG. 1 
SCH. 8-5, PG. 1 
LINE 2 - LINE 1 

SCH. 8-5, PG. 1 
SCH. 8-5. PG. 1 
LINE 5 - LINE 4 

SCH. B-5, PG. 2 
SCHEDULE MDC- 
LINE 8 - LINE 7 

SUM LINES 3.6 8 9 



UNS GAS CORPORATION 
TEST YEAR ENDED DECEMBER 31,2005 
REVISED RATE BASE ADJUSTMENT # 6 -WORKING CAPITAL 

SURREBUTTAL 
LEADlLAG DAY SUMMARY 

DOCKET NO. 6-004204A-06-0463 
SCHEDULE SURR MDC-2 
PAGE 2 OF 2 

LINE 
NO. - 

1 
2 
3 
4 
5 

6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 

19 

20 
21 
22 

23 

24 

25 

26 

27 

28 

29 

30 

(A) (B) 
COMPANY 
EXPENSES RUCO 

DESCRIPTION AS FILED ADJUSTM'TS 
Operating Expenses: 

(C) (D) 
RUCO 

EXPENSES (LEAD)/LAG 
AS ADJUSTED DAYS 

DOLLAR 
DAYS 

Non-Cash Expenses 
Bad Debts Expense 
Depreciation 
Amortization 

$ 722,634 $ 

1729.791) 
7,950,183 

Deferred Income Taxes 3:178;719' 
Total Non-Cash Expenses $ 11,121,745 $ 

Other Operating Expenses: 
Salaries &Wages (UNS Dir.Emp's) $ 7,287,745 
Incentive Pay (UNS Dir. Emp's) 257,895 
Purchased Gas 78,101,248 
Office Supplies and Expenses 1,365,974 
Injuries and Damages 574,128 
Pensions and Benefits 2,452,071 
Support Services - TEP(Dir. Labor) 4,570,692 
Property Taxes 4,103,376 
Payroll Taxes 537,877 
Current Income Taxes (1,203,222) 
Interest on Customer Deposits 170,459 
Other Operations and Maintenance 7,501,807 

Total Other Operating Expenses $105,720,050 

$ 
(257,895) 

(54,434) 
(34,234) 
(93,075) 

(476,193) 
(20,853) 

5,690,904 

(1,023,893) 
$ 3,730,327 

$ 0 
0 
0 
0 

$ 

$ 7,287,745 

78,101,248 
1,311,540 

539,894 
2,358,996 
4,570,692 
3,627,183 

517,024 
4,487.682 

170.459 
6,4773914 

$1 09,450,377 

24.50 
267.00 
30.97 
20.72 
64.75 
54.66 
44.91 

213.00 
19.30 
41.42 

182.50 
53.10 

$ 178,549,753 

2,418,795,651 
27,175,105 
34,958,114 

128,942,703 
205,269,778 
772,590,038 

9,978,563 
185,879,804 
31,108,848 

343,977,225 
$ 4,337,225,581 

Total Operating Expenses $116,841,794 $ 3,730,327 $109,450,377 $ 4,337,225,581 

Other Cash Workina Capital Elements: 
Interest on Loni-Tekm Debt $ 5,334,825 $ (561,502) $ 4,773,323 91.62 $ 437,331,879 
Revenue Taxes and Assessments 18,788,535 (6,822,129) 11,966,406 76.25 91 2,438,458 

Total Other Cash Working Capital $ 24,123,360 $ (7,383,631) $ 16,739,729 $ 1,349,770,337 

TOTAL $1 26,190,106 $ 5,686,995,918 

ExpenseLag Line 23, Col. (E) / (D) 45.07 

Revenue Lag Company Workpapers 38.95 

Net Lag Line 25 - Line 24 (6.12) 

RUCO Adjusted Expenses Col. (C), Line 23 $126,190,106 

Cash Working Capital (2,114,771) 

Company As Filed Co. Schedule 8-5, Page 1 (3,280,886) 

1 ,I 66,115 

Line 26 X Line27 / 365 Days 

ADJUSTMENT (See MDC-2, Pg 1, L 9) Line 28 - Line 29 

References: 
Column (A): - Company Schedule B-5, Page 3 
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7) 
Column (C): Column (B) - (A) 
Column (D): Company Schedule B-5, Page 3 
Column (E): Column (C) X Column (D) 



UNS Gas Corporation 
Docket No. G-04204A-06-0463 
Test Year Ended December 31,2005 

SURREBUTTAL 
OPERATING INCOME 

Schedule SURR RLM-6 
Page 1 of 1 

(A) (B) (C) (D) (E) 
COMPANY RUCO REVISED SURREBUTTAL 

LINE AS TEST YEAR TEST YEAR PROPOSED AS 
NO. DESCRIPTION FILED ADJ’TMENTS AS ADJUSTED CHANGES RECOMMENDED 

1 
2 

3 

4 
5 
6 
7 
8 

9 

I O  

Operating Revenues: 
Gas Retail Revenues 
Other Operating Revenue 

TOTAL OPERATING REVENUES 

Operating Expenses: 
Purchased Gas 
Other 0 & M Expense 
Depreciation & Amortization 
Taxes Other Than Income Taxes 
Income Taxes 

TOTAL OPERATING EXPENSES 

OPERATING INCOME (LOSS) 

References: 

$ 45,689,224 $ 110,906 $ 45,800,130 $ 2,734,443 $ 48,534,573 
1,480,304 1,480,304 1,480,304 

$ 47,169,528 $ 110,906 $ 47,280,434 $ 2,734,443 $ 50,014,877 

$ 355,528 $ (54) $ 355,474 $ - $ 355,474 
24,459,038 (1,955,752) 22,503,286 22,503,286 

6,573,912 7,220,391 (646,479) 6,573,912 
4,730,093 (525,485) 4,204,608 4,204,608 

4,487,682 1,975,497 1,448,158 3,423,655 1,064,027 

$ 38,740,547 !§ (1,679,612) $ 37,060,935 $ 1,064,027 $ 38,124,962 

$ 8,428,981 $ 10,219,499 $ 11,889,914 

Column (A): Company Schedule C-I 
Column (B): Testimony, RLM And Schedule RLM-7, Pages 1 Thru 6 
Column (C): Column (A) + Column (8) 
Column (D): Testimony, RLM And Schedule RLM-1 
Column (E): Column (C) + Column (D) 
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UNS Gas Corporation 
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Schedule SURR RLM-9 
Page 1 of 1 

SURREBUTTAL 
OPERATING INCOME ADJUSTMENT NO. 4 
NORMALIZATION OF POSTAGE EXPENSES 

LINE 
NO. 

1 
2 
3 

4 
5 

6 

7 

8 
9 
10 

11 

12 

DESCRIPTION REFERENCE 

Postage Associated With Customer Records and Collections 
Actual Test-Year Costs 
Actual Number Of Test-Year Customer Bills 
Cost Per Customer Bill 

RUCO Annualized Number Of Test-Year Customer Bills 
RUCO Adjusted Postage Costs For Annualized Customer Base 

Postage Associated With Office Expenses 
Actual Test-Year Costs 

Company Workpapers 
Company Schedule H-2 

Line 1 I Line 2 

RLM-15, Column (C) 
Line 3 X Line 4 

Company Workpapers 

Total RUCO Adjusted Test-Year Postage Costs Line 5 + Line 6 

Postage Increase 
RUCO Total Adjusted Postage Cost 
Company As Filed 

Line 7 + 5.00% Increase 
Company Workpapers 

POSTAGE 

$ 426,102 
1.632.576 

$ 0.2610 

1.669.426 - . - - - .  
$ 435,720 

$ 19,070 

$ 454,790 

5.00% 
$ 477,530 
$ 529,380 

Difference Line 7 - Line 8 

RUCO Adjustment (See RLM-7, Pages 1 & 2, Column (E)) Line 9 

$ (51,851) 

$ (51,851) 



UNS Gas Corporation 
Docket No. G-04204A-06-0463 
Test Year Ended December 31,2005 

Schedule SURR RLM-14 
Page 1 of 1 

SURREBUTTAL 
OPERATING INCOME ADJUSTMENT NO. 22 

INCOME TAX EXPENSE 

(A) (B) 
LINE 
NO. DESCRIPTION REFERENCE AMOUNT 

1 

2 
3 
4 

5 
6 

7 

8 
9 

10 

11 

12 
13 
14 
15 

16 

17 

18 
19 
20 

FEDERAL INCOME TAXES: 

Operating Income Before Taxes Schedule RLM-6, Column (C), Line 10 + Line 8 $ 13,643,154 
LESS: 

Arizona State Tax Line 11 (618,050) 
Interest Expense Note (A) Line 22 (4,773,323) 

Federal Taxable Income Sum Of Lines 1,2 & 3 $ 8,251,781 

Federal Tax Rate Schedule RLM-2, Column (A), Line 9 34.00% 
Federal Income Tax Expense Line 4 X line 5 $ 2,805,605 

STATE INCOME TAXES: 

Operating Income Before Taxes 
LESS: 

Interest Expense 
State Taxable Income 

State Tax Rate 

State Income Tax Expense 

TOTAL INCOME TAX EXPENSE: 

Federal Income Tax Expense 
State Income Tax Expense 

Total Income Tax Expense Per RUCO 
Total Income Tax Expense Per Company Filing (Schedule C-I)  

Difference 

RUCO ADJUSTMENT TO INCOME TAX EXPENSE (See RLM 7, Page 6, Column (W)) 

NOTE (A): 
Interest Synchronization: 
Adjusted Rate Base (Schedule RLM-3, Column (H), Line 16) 
Weighted Cost Of Debt (Schedule RLM-16, Column (F), Line 1 + Line 2) 
Interest Expense (Line 20 X Line 21) 

Line 1 $ 13,643,154 

Note (A) Line 22 (4,773,323) 
Line 7 + Line 8 $ 8,869,831 

Tax Rate 6.9680% 

Line 9 X Line 10 $ 618,050 

Line 6 $ 2,805,605 
Line 11 618,050 

Sum Of Lines 12 & 13 $ 3,423,655 
1,975,497 

Line 14 -Line 15 $ 1,448,158 

Line 16 $ 1,448,158 

$ 144,646,160 
3.30% 

$ 4,773,323 
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UNS Gas Corporation 
Docket No. 6-0420444-06-0463 
Test Year Ended December 31.2005 

SURREBUTTAL 

TYPICAL RESIDENTIAL BILL ANALYSIS 

(A) (8) 
LINE 
NO. DESCRIPTION PRESENT 

1 
2 
3 

4 
5 
6 

7 
8 
9 

10 
11 
12 
13 

REVENUE ALLOCATION 
RESIDENTIAL 
OTHER 

TOTAL 

ALLOCATION RATIOS 
FIX REVENUE 
VARIABLE REVENUE 

TOTAL 

RESlDENTlAL RATE DESIGN 
BASIC MONTHLY CHARGE 

SUMMER 
WINTER 
COMMODITY CHARGE 

RESIDENTIAL BILL COMPARISONS 
GAS CHARGE AT MARGIN + PGA COSTS 
AT DIFFERENT LEVELS OF USAGE 
WITH PERCENTAGE INCREASE IN BILL 

$ 31,123,034 70.02% 
$ 13,323,588 29.98% 
$ 44,446,622 100.00% 

12.110,551 27.25% 
32,336,071 72.75% 
44.446.622 100.00% 

PRESENT 

$ 7.00 
$ 7.00 
$ 0.3004 

AVERAGE % OF AVERAGE 
PROPOSED MONTH USAGE 
PGA RATES OF46.59 Therms 

$ 0.6467 25.00% 
50.00% 
100.00% 
150.00% 

14 200.00% 

COMPANY AS FILED 
PROPOSED 

$ 39,021,053 70.1 9% 
$ 16,573,116 29.81% 
$ 55,594,169 100.00% 

$ 28.769.014 51.70% 
$ 26,879,714 48.30% 
$ 55,648,727 100.00% 

COMPANY PROPOSED 

MONTHS 8 $ 20.00 
MONTHS 4 $ 11.00 

$ 0.18625 

PRESENT 
MONTHLY 
GAS COST 

$ 18.03 
$ 29.06 
$ 51.13 
$ 73.19 
$ 95.25 

RUCO PROP'D 
MONTHLY 
GAS COST 

$ 19.33 
$ 30.31 
$ 52.29 
$ 74.27 
$ 96.24 

Schedule SURR RLM-16 
Page 1 of 1 

(E) (F) 
RUCO REVISED SURREBUTTAL 

PROPOSED 

$ 33,974,201 70.00% 
$ 14,560,372 30.00% 
$ 48.534.573 100.00% 

$ 18,079,128 37.25% 
$ 30,455,444 62.75% 
$ 48.534,573 100.00% 

RUCO PROPOSED 

$ 8.34 
$ 8.34 

0.2967 

RUCO PROP'D 
MONTHLY 
INCREASE 

$ 1.29 
$ 1.25 
$ 1.16 
$ I .08 
$ 0.99 

RUCO PROPD 
MONTHLY 

%INCREASE 

7.18% 
4.30% 
2.28% 
1.47% 
1.04% 
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UNS Gas Corporation 
Docket No. 6-04204A-06-0463 
Test Year Ended December 31,2005 

SURREBUTTAL 
COST OF CAPITAL 

LINE 

NO. 

1 

2 

3 

4 

5 

6 

DESCRIPTION 

Short-term Debt 

Long-term Debt 

Preferred Stock 

Common Equity 

TOTAL CAPITAL 

(A) 
COMPANY 

AS 

FILED 

NIA 

$ 98,859,000 

NIA 

$ ga,a59,000 

$ 197,718,000 

WEIGHTED COST OF CAPITAL 

RUCO 
ADJUSTMENTS 

$ 

(C) 
RUCO 

AS 
ADJUSTED 

$ 

$ 98,859,000 

$ 

$ ga,a59,000 

$ 197,71a,ooo 

Schedule SURR RLM-17 
Page 1 of 1 

(D) (E) (F) 
WEIGHTED 

COST COST 
PERCENT RATE RATE 

0.00% 0.00% 0.00% 

50.00% 6.60% 3.30% 

0.00% 0.00% 0.00% 

50.00% 9.84% 4.92% 

100.00% 

8.22% 

References: 
Column (A): Company Schedule D-I 
Column (B): Surrebuttal Testimony, WAR 
Column (C): Column (A) + Column (8) 
Column (D): Column (C), Line Item I Total Capital (L5) 
Column (E): Surrebuttal Testimony, WAR 
Column (F): Column (0) X Column (E) 
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